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CPCCC Official on Party Building in Countryside 
40050123a Beijing DANG JIAN [PARTY BUILDING] 
in Chinese No 10, 5 Oct 88 pp 25-26 


[Article by Lu Feng 0712 2800 , deputy director of the 
Organization Department of the CPC Central Commit- 
tee: Conscientiously Get a Good Grip on the Building of 
Basic-Level Party Organizations in the Rural Areas— 
Speech (Excerpts) given at a Forum of Secretaries of 12 
County (City) Party Committees] 


[Text] Not many people are here at this forum of 
secretaries of county (city) party committees, which was 
convened by the Organization Department of the CPC 
Ceniral Committee, but the forum has substantial con- 
tent. In the course of the forum, the comrades conscien- 
tiously studied the spirit of the national conference on 
Organizational work. In particular they analyzed the 
situation that the party faces in building its basic-level 
Organizations in the rural areas. They exchangec cases 
and experiences, and they expressed many good opinions 
on how to get a good grip on building the party’s 
basic-level organizations in the new situation. 


From a look at the entire country we see that the county 
party committees have scored many successes in the 
building of these basic-level organizations and that they 
have accumulated some new experiences. However, it 
must also be seen that a considerable number of county 
party committees have not yet haidled well the relation- 
ship between building the economy and building the 
party. They have not grasped well the guiding ideology 
for building the party in the new period. They have not 
paid sufficient attention to the building of the party’s 
basic-level organizations in the rural areas. 


1. The tion of Bui’ jing the Leading Groups in the 
Party’s Basic-Level Organizations in the Rural Areas 


The national conference on organizationai work pointed 
out that, in accordance with the party’s basic line in the 
initial stage of socialism, the main task of the party’s 
basic-level organizations in the rural areas should be, 
proceeding from the actual situation in a given locality, 
to organize and lead the party members and the masses 
in developing the commodity economy and gradually 
achieving the common prosperity. At the same time, 
another task is to strengthen the building of spiritual 
Civilization, so as to guide the peasants to build a new 
socialist countryside that is both prosperous and civi- 
lized. Therefore, we must build the party branches in the 
rural areas into a strong nucleus that can organize and 
lead the peasants to accomplish this task. 


A considerable number of party branches in the rural 
areas are now vigorously organizing and leading the 
peasants and the masses to develop the rural economy, 
SO as to get on the road to a common prosperity, and they 
are also handling well the building of spiritual civiliza- 
tion. This kind of party branch has cohesiveness, appeal, 
and fighting power. It enjoys the masses’ universal trust. 
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The collective welfare and collective institutions in these 
localities are also being run fairly well, thereby lightening 
the burden on the peasants, increasing income, and 
harmonizing the relations between the cadres and the 
masses. However, there are some party branches that, 
when implementing the party’s policy of making the 
people prosper, are not playing their proper role of 
Organizing and leading. As a result, the collective eco- 
nomic forces are quite weak and there is no cohesiveness 
in party leadership. Some party branches have not found 
the way to lead the masses in creating wealth, and the 
cadres also lack the skill to do this. For many years the 
appearnce of villages has remained as it was before, and 
there has been little improvement in the life of the 
masses. All day long the cadre are busy collecting grain, 
receiving bills, and apportioning work and expenses. The 
burden on the masses is very heavy, and the relations 
between the cadres and the masses are quite strained. A 
large number of facts prove that only if the rural party 
branches insist on making the development of produc- 
tive forces the center of their work, in line with the 
party’s relevant policies, while supporting the peasants 
in the development of the individual economy, vigor- 
ously developing the collective economy in all its forms, 
and leading the masses in jointly creating wealth, can 
they truly obtain the backing and support of the masses. 


The key to enhancing the building of the party’s basic- 
level organizations in the rural area is the good selection 
of branch secretaries, and this means that we must have 
standards for the selection. The general standard is the 
possession of both ability and political integrity. Of 
course, in different historical periods there have been 
different connotations and specific requirements in this 
standard. In line with the task of the basic-level organi- 
zations in the rural areas, the national conference on 
Organizational work put forward specific standards, 
under the new circumstances, for branch secretaries. 
They are: good political quality, fairly young, fairly high 
level of education, since:e support for the party’s prin- 
ciples and policies in the rural areas, fairness and hon- 
esty, and the ability to help the masses achieve the 
common prosperity. In selecting a branch secretary, we 
should mainly investigate his tangible achievements in 
rural reform and rural construction. As a rural branch 
secretary, he must have the experience and the method 
for leading the masses to create wealth. He must be able 
to bear hardships first and seek ease and comfort later, 
and he must be honest in performing his official duties. 


We must open broad channels for the selection of branch 
secretaries. We must take the mass line and constantly 
implement the principles of openness, democracy, and 
equality. We should make a point of selecting, from 
among party members who have returned to their native 
places, and who are either young intellectuals or demo- 
bilized armymen, and who are honest in their work, 
those oustanding party members who truly want to make 
contributions to the achievement of the common pros- 
perity. With regard to the small number of villages that 
have been backward for a long time and that have branch 
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secretaries who are simply not qualified, we can pick 
some comrades from enterprises and organizations in 
the townships and towns and, through elections, make 
them branch secretaries. Some of them can first be made 
acting branch secretaries; after gaining the trust of the 
party members and the masses, they can then stand for 
election. With regard to newly selected branch secretar- 
ies, we must pay attention to giving them an education in 
the party’s basic knowledge and a good session of train- 
ing, and also form institutions, so as to improve their 
ideological and political quality. Through training we 
will make them understand the party’s principles and 
policies, and make them understand how to be good 
branch secretaries, how to enhance the building of their 
own party branch, and how to do good ideological and 
political work in the rural areas. 


2. The Question of Building the Ranks of Party 
Members 


While enhancing the building of party branches in the 
rural areas, we must bet a good grip on the building of 
the ranks of party members there. We must give play to 
the vanguard exemplary role of the great number of party 
members in reforming and modernizing the rural areas. 
We must put the party members in the first line of 
reform and construction, where they will be tempered 
and tested and can fully display their enthusiasm and 
creativity. We must encourage them to make achieve- 
ments in developing the commodity economy and in 
leading the masses to attain the common prosperity and 
build the socialist spiritual civilization. We must encour- 
age them to make achievements in safeguarding the 
masses’ interests, in resisting unhealthy trends and evil 
practices, and in promoting in the rural areas social 
ethics and the overall progress of society. At the same 
time we must put all party members under the strict 
supervision of the pariy organizations. This supervision 
will be beneficial to spurring them on to make progress; 
it can also be a powerful safeguard against the evil ways 
of some party members. It is a pressing matter of the 
moment to set up and perfect this supervision. The party 
member’s role is mainly displayed in his doing the work 
at his own post well. The ways and means for doing this 
should be suited to circumstances and to the blazing of 
new trails. Some localities have set up “party-masses 
groups for the joint creation of wealth.” Some places 
have initiated “four groups and one integration” activi- 
ties (namely, in accordance with each party member’s 
different situation, forming a working staff group, a 
financial supervision group, an ideological and political 
work group; and a universal law propaganda group; and 
establishing a system of integrated households of party 
members). These experiences are worth drawing on for 
reference and are worth popularizing. 


Currently we must pay particular attention to enhancing 
the support of party members who go outside or come 
from outside. In some counties, this situation has already 
been taken seriously. In Document No | (1986) of the 
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Organization Department of the CPC Central Commit- 
tee there are some provisions for improving the estab- 
lishment of basic-level party organizations in the rural 
areas and for enhancing the party’s support of its mem- 
bers who go outside. All counties should make regular | 
inspections of the situation with regard to the enforce- 
ment of these provisions. At the same time, in line with 
the developing and changing situation, they should con- 
tinue to look for new experiences. 


We must conscientiously and appropriately handle the 
work of dealing with unqualified party members. The 
main problem currently existing in this work is that some 
basic-level party organizati. ns, when dealing with unqual- 
ified party members, tend toward leniency in their organi- 
zational handling of them, with the idea of waiting and 
seeing how they do in the future. Therefore, we must pay 
particular attention to improving the understanding of 
basic-level party organizations with regard to running the 
party with strictness, so as to overcome this idea of being 
afraid to give offense. In all places there certainly must be 
a tight grip on experimental-point work, which, on the 
foundations of the experiences obtained at the experimen- 
tal points, must be led step by step. 


The key to building the ranks of party members well is to 
persist in educating them so as to improve their quality. 
The focal point of party member education is education in 
the party’s basic line and basic knowledge. At the same 
time we must reform the ways and means of party member 
education by providing it with more vivid images and 
audio-visual aids. We must make a point of finding and 
commending outstanding models in rural reform and 
construction, and this also should become an institution. 


3. The Question of Hew County Party Committees Are 
To Strengthen Their Leadership Over the Building of 
Basic-Level Party Organizations in the Rural Areas 


The county party committee bears the more direct and the 
n /re important responsibility for strengthening the build- 
ing of basic-level party organizations in the rural areas. It 
certainly must handle well the relationship between the 
building of the economy and the building of the party. In 
some places the building of the basic-level party organiza- 
tions has not been done well, the main reason being that 
this relationship has not been handled well. In some cases 
only the party has been built; in other cases only the 
economy has been built. The common drawback in these 
two tendencies is that, consciously or unconsciously, the 
building of the economy and the building of the party are 
separated and there is no understanding of their relation- 
ship of dialectical unity. Although these two tendencies are 
manifested in different ways, we should conscientiously 
correct them. We must make the building of the economy 
the center of our work. However, if we do not build the 
party well there will be no organizational guarantee for the 
the building of the economy and for the entire process of 
modernization. Party committees at all levels must put the 
question of party building in an important place on their 
agenda. The members of these committees must not only 
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raise their consciousness of the commodity economy; they 
must also raise their consciousness of party building, 
simultaneously keeping a tight grip on economic work and 
party building and keeping a tight grip on the two civili- 
zations. If the county party committee increases its cohe- 
siveness and the guiding ideology is made clear, ways will 
be found to do the work and they will be creative. 


While building the basic-level party organizations in the 
rural areas, the county party committees must get a good 
grip on their own building and act as models for the 
other party organizations in the rural areas. A county 
party committee is the leading organization in the 
county. Its role and image directly affect the party’s 
prestige and fighting power. Comrade Yue Ziyang [6390 
4793 7122] has recently stressed time and again that 
maintaining the honesty of party and government orga- 
nizations has a bearing on the people’s support of or 
Opposition to reform and to the success or failure of 
reform. Therefore, the county party committee certainly 
must become integrated with reality. It must make an 
effort to get a tight grip on its own building. It must act 
as a model for all party members in the county in being 
honest and capable in political administration and in 
waging arduous struggle. 


Finally, I hope that this forum will play a promotional 
role for county party committees in getting a good grip 
on the building of the party’s basic-level organizations in 
the rural areas. I also hope that you comrades will, in line 
with the spirit of the national conference on organiza- 
tional work, become integrated with the actual situation 
in your own regions, make better achievements, and 
bring forth more new experiences, so that these organi- 
zations will be “built one story higher.” 


Report on Work After Separation of Party, 
Government 

40050123b Beijing DANG JIAN [PARTY BUILDING] 
in Chinese No 10, 5 Oct 88 pp 35-36 


[Article: “How City and County Party Committees Do 
Their Work After the Separation of Party and Govern- 
ment; Survey of Some Cities and Counties in Shandong, 
Hebei, and Gansu Provinces” —abridgement of a survey 
report written by members of the Party Building Office of 
the CPC Central Committee’s Organization Department] 


[Text] How do city and county party committees work 
after the separation of party and government? On this 
question we made a survey of several cities and counties 
in Shandong, Hebei, and Gansu provinces. 


After the party and government were separated in these 
cities and counties, the party committees in them no 
longer, as they did in the past, took on all the affairs of 
government administration. Rather, in acco: lance with 
the focus of their responsibilities, they made correct 
policy decisions on local major issues, coordinated the 
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activities of all organizations in their own region, and 
enhanced the building of the party itself. In doing this 
work they accumulated some experiences. 


I. Correct Exercise of the yo ae To Make Policy 
Decisions on Local Major Issues 


After the separation of party and government, the fact 
that the city and county party committees are to make 
correct policy decisions on local major issues, and also 
are to see to it that they are thoroughly implemented, is 
a decisive circumstance and important part of their 
exercise of their leadership right in their own region. 


The first difficulty encountered was the correct determi- 
nation of the scope of a “major issue.” In line with the 
spirit of the party Central Committee’s decisions and the 
actual situation in their own region, as well as the 
practice in recent years, the party committees in these 
cities and counties concluded: all issues in the region that 
concern the situation as a whole or that have a significant 
effect on this situation should be put within the scope of 
a local major issue. These issues include: major admin- 
istrative policies in economic construction and social 
development; other important matters pertaining to the 
economic and political systems and to other fields that 
are being reformed; issues in construction and reform 
that show a trend; and other issues that affect the 
situation as a whole. 


The center of all the party’s work is the building of the 
economy. The leading party and government organizations 
in the cities and counties must manage this building. The 
experimental-point cities and counties found the essential 
points in differntiating the functions and responsibilities 
of party and government to be: with regard to medium- 
and long-term strategy, the city or county party committee 
will make the policy decisions, and the city or county 
government will organize and direct the specific imple- 
mentation of these policies. For example, the Weifang City 
CPC Committee put forward the guiding policy of ““devel- 
oping the north and south and improving the middle” in 
its strategy for economic development. The principal basis 
for and the principal content of this policy are: To the 
north the city borders on the Bohai Sea, and there is a large 
area of sand and mud. Therefore, the major effort is put on 
developing the aquatic breeding and salizination indus- 
tries. South of the city is a mountainous area, where trees 
are planted and grass seed sown for the development of 
orchards and animai husbandry. In the middle is the base 
for economic development that raises the level of intensive 
farming. 


We now turn to issues in construction and reform that 
show a trend. In 1985, during the development of 
township and town enterprises in Xiongxian County, 
Hebei Province, there appeared a trend for products to 
be manufactured in a rough and slipshod way and for 
Output value and profit to be pursued in a onesided way. 
After discussing this trend the county party committee 
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promptiy conducted countywide education on maintain- 
ing the socialist direction of production and business, 
thereby causing the township and town enterprises to 
quickly take the correct path. 


The exercise by a party committee of the right to make 
policy decisions is an important matter related to the 
party’s and people’s interests. With such major responsi- 
bilities as it has, a party committee cannot afford to be 
incautious. Therefore, what are the important principles 
that must be applied to insure the correctness of a party 
committee’s policy decisions? The experiences of these 
cities and counties show that there are at least three 
important principles that must be applied: |) seek truth 
from facts and make scientific demonstrations; 2) take the 
lead in making policy decisions in a collective way; and 3) 
display democracy and hold wide-ranging consultations. 


A. Emphasis on the Coordination of the Activities of All 
Kinds of Organizations 


Coordination of the activities of all kinds of organiza- 
tions in their own regions is one of the important 
responsibilities of city and county party committees. 


These cities and counties have come to the conclusion 
that unifying the thinking of all sides is the fundamental 
way to achieve good coordination. For good coordina- 
tion they unify the thinking and standardize the actions 
of all sides by means of the party’s line, principles and 
policies and by means of the state’s laws and decrees. On 
the basis of making clear the functions of all sides, they 
formulate systems and mechanisms for coordination 
between all sides. When contradictions arise in work, the 
county or city party committee must correctly handle the 
relations between all sides and turn the contradictions 
into productive work. 


The main form of coordination is the joint meeting. 
Weifang City’s main ways and means of coordination 
are: |) Uphold and further perfect the system in which 
the principal responsible persons in the city’s corganiza- 
tion, namely, the members of its Discipline Inspection 
Commission, NPC Standing Committee, and CPPCC, 
attend as nonvoting delegates the meetings of the party 
committee’s standing committee, thereby giving them a 
better understanding of the city party committee’s plans 
and of the citywide situation. 2) Uphold and constantly 
perfect the system in which the secretary general of the 
city’s party committee and the secretary generals of the 
city’s NPC Standing Committee, government, and 
CPPCC attend meetings as nonvoting delegates. With 
the city party committee’s secretaries leading the way, 
they then exchange situation reports, implement the city 
party committee’s plan, and study matters pertaining to 
the solution of the problem of effecting the necessary 
coordinated actions. 3) Uphold and implement the sys- 
tem in which the principal responsible persons in all 
political and legal departments jointly take care of the 
Official business within the party. Thus, with the city 
party committee’s responsible person in charge leading 
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the way, the activities vo” all departments are coordi- 
nated. 4) Establish a system in which the city party 
committee’s responsible person in charge at regular 
intervals goes to the mass organizations and studies ‘vork 
together with them. 


The city and county party committees also take seriously 
the matter of coordinating well the supervisory relation- 
ships between the “four big le- ding groups,” so that each 
one of them is put in its correct position and does not, in 
the name of supervision, willfuly interfere with the 
government’s specific work. 


B. Enhancement of the Party’s Own Building 


The initial experiences of the several cities and counties 
in these three provinces after the separation of party 2nd 
government show that the party committees are freed 
from onerous and complex administrative affairs. Thus 
they can devote more energy to getting a better grip on 
their own building. From March to Meceniver 1987, of 
the 64 important topics discussed at teir meetings 26 
concerned party building. 


In enhancing the building of the party, work was done 
mainly in the following aspects: 


First, the building of the leading group was enhanced in 
order to improve its ability to lead and develop the 
socialist commodity economy and other work. The lead- 
ers of these party committees not only had to be of good 
ideological and political quality; they also had to have 
knowledge of a fairly comprehensive nature. 


Second, to meet the needs of the new situation in which 
there is both reform and opening up to the outside, the 
party’s organizational building was tackled. First of all, 
centering on the new situations and new characteristics 
that have appeared after the development of the commod- 
ity economy, the leaders readjusted the establishments and 
the modes of activities of some basic-level party organiza- 
tions. Next they strengthened the organizational manage- 
ment of party members and cadres. Many cities and 
counties have put into practice the tenure and objective 
responsiblity system for party committees and branches 
and for leading cadres. They have also put into practice the 
post respons?bility system for party members and ordinary 
cadres. At the same time, it has been stipulated that all 
these cadres are to be appraised and assessed and that, 
based on the results of the assessment, the decisions will be 
made to appoint them to posts or dismiss them from posts. 
Finally, in line with the needs for the development of the 
commodity economy, in the recruitment of new party 
members attention is paid to readjusting the party member 
structure. 


Third, during reform and opening up to the outside, the 
education of party members is strengthened, the exem- 
plary and leading rolv of party members is displayed, and 
the role of basic-level party branches as fighting bastions 
is enhanced. 
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First of all, rural party members are educated to under- 
stand clearly how to play their exemplary and leading role 
in the new situation in which there is both reform and 
opening up to the outside. In 1987, on a provincewide 
scale, Shandong began wide-ranging discussions on “how 
are communist party members to play their vanguard and 
exemplary role in the new situation?” In the second half of 
the same year, in Gansu Province the Wuwei and Zhang,e 
city party committees and the Linze and Yuzhong county 
party committees organized ail their party members to 
begin a discussion on the “image of party members in the 
new era.” Through this discussion many party members 
gained a clear understanding of the direction and content 
of the role they are to play in the new era. They summed up 
their role as the “five example setting: ,” namely, setting an 
example in publicizing the party’s policies, setting an 
example in observing discipline and abiding by law, setting 
an example in taking part in reform, setting an example in 
Creating wealth while leading the masses to jointly create 
wealth, and setting an example in correctly handling the 
relationships between the state, the collective, and the 
individual. 


Second, party members are educated in ideals and in the 
party’s objectives in order to get them to help the masses 
to jointly create wealth. The party committees of Gao- 
cheng and other counties (cities) in Hebei Province, 
centering on the question of building the economy, 
conduct education and do work in this respect. They 
educate the party members and leading cadres on the 
party's objectives and on its basic line and principles in 
the initial stage of socialism. They call upon the party 
members and leading cadres to “work at being an official 
while creating wealth on the side,” so as to work for the 
well-being of the masses, and to launch activities in 
“performing meritorious, pioneering deeds.” They edu- 
cate the rural party members on the goal of attaining the 
common prosperity, calling on veteran party members to 
help new party members to study the party’s fine tradi- 
tions and thus enhance their concept of the party’s spirit. 
They call on new party members to help those veteran 
party members who are deficient in their knowledge of 
the commodity eco:iomy to develop this economy. 


Third, they reeducate the party members in the goals of 
joining the party and being cadres. In Hebei Province the 
Rengiu City CPC Committee has mobilized the party 
members and cadres to take part in discussions begun in 
their prefecture (Cangzhou) on “why one joins the party, 
what one does at one’s post, and what legacy to leave 
when departing one’s post.” This discussion has played a 
notable role in raising the ideological an polcitical level 
of the party members and cadres, and in heightening 
their enthusiasm to do more good deeds for the people. 


Fourth, they get a grip on the building party spirit and 
party discipline in order to solve the new problems that 
have appeared after reform and opening up to the outside 
began. By doing thorough-going, painstaking ideological 
work and taking many kinds of measures, in 1987 the 
Gaocheng County CPC Committee recouped 4.48 million 
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yuan of public funds that had either been embezzled or 
were in arrers; took back 3,851 residential bases that had 
been over occupied; and solved 305 problems of collective 
enterprises that had low-price contracts. The broad masses 
were highly pleased with this action, and the party’s 
prestige among them rose markedly. 


II. Several Problems Worthy of Serious Attention 


Looking at the initial situation in the experimental 
points—the several counties and cities in the three 
provinces—we see that in the comprehensive carrying 
out of the reform of separating the party and the govern- 
ment, we need to solve better in practice the following 
problems. 


A. Problems of Ideological Understanding 


The reform in which the party and the government are 
separated is a major reform in our party’s leadership 
system. It is also a completely new task. The main 
problems in ideological understanding now that need to 
be better solved are: 


The first problem is how to explain better, by integrating 
theory with practice, the necessity for separation of party 
and government. In specific practice some comrades are 
still not clear in principle why it is that only by this 
separation will the party’s leadership be enhanced and 
improved. Therefore, it is an important task, in solving 
this problem of ideological understanding, to further 
strengthen education on applying theory to reality and to 
explain more clearly the necessity and great significance 
of this separation. 


The second problem is how to draw more clearly the line 
of demarcation between party and gove:nment respor- 
sibilities. The report of the 13th CPC Congress fixed the 
responsibilities of local party committees in exercising 
political leadership, but in practice there are still differ- 
ences in understanding how to handle these responsibil- 
ities in a specific way. 


The third problem is that, with the party committee 
handing over some of its functions to the government, 
can the latter take them on? The source of this problem 
is that some comrades have the idea of “not daring to 
separate.” 


The fourth problem that propaganda should now empha- 
size and call attention is how to evaluate objectively the 
leadership system and the paiiy work of the past. To say 
that in the past the leadership was excellent but that the 
image of comrades doing party work was ugly would not 
be advantageous for the smooth separation of party and 
governmen... 
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B. Pay a High Degree of Attention to the Problem of 
Cadre Circalation Caused by the Change in the 


Sypaieatonss Functions and Find a Rational Solution 
to It ) 


In the separation of party and government and in the 
reform of organizations, there appeared in these cities 
and counties the problem of a large number of cadres 
being in need of reassignment or appropriate placement. 
The practice in the three provinces was: old ways for old 
persons and new ways for new persons. But the line 
between “old” and “new” was not drawn the same in ail 
places. 


C. The Problem of the Different Forms That the 
or of Party and Government Should Take at All 
vels 


Looking at the experiences at these experimental points, 
we see that at the localities there shculd be different 
forms at all levels in the separation of party and govern- 
ment. At the level o* city (prefectural city) committee, 
the level of administration is fairly high, and many 
problems concerning the direction and the principle for 
development of the prefecture need to be solved. At the 
level of county party cornniittee, the people there thiak 
that there are comparatively few problems of a direc- 
tional nature, and for their solution there are the princi- 
ples and policies set by the central authorities and the 
province. More of the problems are those of implement- 
ing and enforcing these principles and policies in line 
with the situation in a given county. The county party 
committee and the county government constitute a com- 
mittee of the party and an entity of state power at a fairly 
low level. Unlike the work of leadership organizations at 
higher levels, their work consists of both making policy 
decisions and being responsible for the implementation 
of these decisions. Therefore, when a specific separation 
is made, it is difficult to make as clear as the prefectural 
city does the line between making policy decisions and 
implementing them. In addition, similarly when the 
party and the government are separated at the county 
level, in different counties there will be different forms 
because of the different situations in the counties. Deal- 
ing with particular natures is also a problem that requires 
consideration. 


A related problem is that of separating party and gov- 
ernment at the level of township and town. The 13th 
CPC Congress report stressed that this problem must be 
solved after the party-government relationship at the 
county level is smoothed out. In Gans, the comrades of 
the Yuzhong County CPC Committee consider the 
township-town level to be the lowest level of political 
power. Implementation in the villages of the principles 
and policies of the party and the state depends on the 
township-town level. The village level is that of the 
masses’ self-ruled organization and not that of an orga- 
nization of political power. Much of the party’s work in 
the rural areas still must go to the village party branch by 
way of the party system in the township party commit- 
tee. In addition, there is no standing committee of the 
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people’s congress at the township level. After the peo- 
ple’s congress adjourns, some major issues concerning 
the entire township need to be decided by the party 
committee. Therefore, they suggest that, at the township- 
town level, the party committee still have the function of 
“governmental leadership.” Comrades in Wuwei and 
Yuzhong hope that the functions of the township and 
town party committees will not be equated with those of 
enterprise party committees, as they cannot just play a 
supervisory ro’ >. 


At the prefectural level, the separation of party and 
government has not yet entered the stage of practice. The 
comrades in Gansu and Hebei say that, legally speaking, 
the prefectural administrative office is not an organ of 
state power but rather an agency of the provincial 
government. Likewise, the prefectural party comittee is 
not an agency of the provincial party committee, and 
also is not a leadership organization electd by a congress. 
Therefore, in this sense, they say, the prefectural level is 


“empty.”’ However, from a look at the actual situation, at 


the prefectural level, with the exception of the organs of 
the NPC and the CPPCC, there is still an organ charged 
with responsibilities. It is not of a different nature than 
the prefectural city, and in reality it exercises the func- 
tions of a party committee and an organ of political 
power. In this sense, the prefectural level is also “full” 
and is an entity. Thus, in separating party and govern- 
ment, we must first of all resolve the contradiction 
between “full” and “empty.” 


D. The Problem of Getting Matched Sets of Reforms 
From Top to Bottom 


The comrades at the several experimental-point cities 
and counties in the three provinces say that in other 
aspects the separation of party and government and the 
reform of the political system are the same, and require 
that actions be taken together at the top and the bottom 
and at the two sides. If experimental points are set up in 
only one city and one county and not at the next higher 
levels of prefecture and province, or not at the cities and 
cot ities on the two sides, many contradictions will be 
encountered. 


The comrades in Yuzhong County say that since they 
began setting up experimental points in July 1986 they 
have encountered problems in two aspects. One aspect is 
that, in accordance with the demand for separation of 
party and government, they abolished some functional 
departments in the county party committee. However, 
the relevant depariments at the higher level that match 
the county system have not yet been abolished, and for 
the higher level’s assigned work there still must be found 
a matching department in the county party committee. 
The other aspect is that, in accordance with the demand 
for the separation of party and government, they no 
longer set up the posts of secretary and standing com- 
mittee member who do not work in the government but 
who are in charge of government work. After a meeting 
the secretary in charge, in line with the original work 
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needs, must convene a meeting of the relevant govern- 
ment departments to get the work done. Thus, while 
separating party and government, they must work as if 
party and government were not separated. 


Other experimental-point cities and counties have 
encountered similar problems. Therefore, the comrades 
in them ali report that, after the separation of party and 
government, it is necessary for each city and county to 
take the initiative in probing into these matters. How- 
ever, in setting up the new system there must also be 
actions taken together at the top and bottom and at the 
two sides. Some comrades sav: “If action is taken at the 
bottom but not at the top, then the more change there is 
the more passive the situation will become” and “if the 
top and the bottom and the two sides take actiion 
together, the separation of party and government will be 
successful.” This is certainly true. 


Reevaluation of Reform Movement of 1898 
40050148 Beijing XINGUANCHA [NEW OBSERVER] 
in Chinese No 22, 25 Nov 88 pp 2-3 


[Article by Li Honglin 2621 3163 2651: “Looking at the 
Reform Movement of 1898 Ninety Years Afterward”’] 


[Text] Ninety years ago (1898 by the lunar calendar) 
during the Mid-Autumn Festival, at the entrance to a 
food market in Beijing six gentlemen, including Tan 
Sitong, were killed. 


Their killing signaled the end of the Re form Movement 
of 1898, a reform that was an opportunity for a national 
rejuvenation of modern China. Unfortunately, this 
gleam of hupe was, in the end, smothered. 


A reform could be smothered, but the social contradic- 
tions in China would still remain. In feudal China, under 
the oppression and exploitation of imperialism, people 
already could not stand to live as they had before and 
their rulers also could not rule as they had before. When 
contradictions are resolved things change. For Chinese 
society, which had already gone down a blind alley, 
reform was one way out. With this way out blocked, only 
violent revolution remained. 


Looking at this political reform 90 years later, what the 
historian Li Peng [7812 3403] said made a lot of sense. 
The reform really does need to be restudied. In the past 
it was evaluated too low. Looking back at the past over 
100 years of Chinese history, it should be acknowledged 
that the gentlemen behind the Reform Movement of 
1898, including Kang Youwei and Liang Qichao, were 
pionee’s standing in the front rank of their times. They 
were the heroes of the Chinese nation at that time. In 
ideas they strode in the front rank of the people of that 
generation; in actions they did the same. Kang Youwei 
boldly aroused 300 successful candidates in the civil 
service examination at the provincial level to sign a 
petition. This was a disturbance created by scholars, and 
it required an extraordinary courage and insight. When 
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the reform failed Tan Sitong refused io flee. Calmly 
facing his execution, he displayed the spirit of looking 
upon death as going home. Of course the thinking of 
these gentlemen could not avoid the limitation of their 
times. This limitation should be analyzed as otherwise 
there will be no progress in history. However, at all times 
and in all countries, who has been able to break free from 
the limitation of the times? Even Marxists cannot, so 
how could others? As for the reform after that of Kang 
Youwei’s and Liang Qichao’s, particularly Kang You- 
wei’s restoration after the Revolution of 1911, naturally 
it should be negated. However, the position of the 
Reform Movement of 1898 in China’s history, as well as 
that of its iniators, should be affirmed. Actually, the 
character and the scholarship of these thinkers of 90 
years ago, compared to those “scholars” of later years 
who were used to trimming their sails to the wind and 
who were expert in the “higher criticism,” were much 
more noble and wise. 


Today a rethinking of the Reform Movement of 1898 
may be discussed from many aspects. I want to make the 
following points. 


First, a reform fundamentally touches upon the tradi- 
tional system and practical interests, so it is bound to 
touch off a fierce ideological struggle. 


To achieve a reform its ideas must strike root in the 
people’s minds. The reformers understood this principle. 
Kang Youwei on the one hand constantly wrote books, 
tried to get the trust of the authorities, and effected 
reform from top to bottom; on the other hand, he set up 
many kinds of propaganda centers and appealed to 
public opinion. Besides writing special works on the 
subject, they started up newspapers and magazines at 
various places and organized various kinds of learned 
societies in order to swiftly spread the ideas of constitu- 
tional reform and modernization. 


The people who opposed political reform also under- 
stood this principle. They knew the power of new ideas 
and looked upon them as great scourges. From all sides 
they surrounded, pursued, and blocked them. Later 
Zhang Zhidong wrote “Advice on Learning” as an ideo- 
logical weapon to resist the ideas of the reformers. This 
work was divided into an inner part and an outer part. 
The “inner part was to correct the popular feeling and 
the outer part was to open up the atmosphere,” that is, 
“Chinese learning for substance and Western learning 
for use.” “Correcting the popular feeling” was extremely 
important. If the people, as they had before under the 
sway of feudalist ideas, did not dare to act rashly then the 
order of feudal rule would not collapse. This was why 
Dowager Empress Ci Xi highly appreciated this book. 
She made it an official doctrine and ordered that “it be 
published and distributed widely and that people be 
strongly advised to heed it.” 
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However, to make “study materials” available by 
administrative order wouid mean increasing the number 
of printings of a book. If at that time there had been 
remuneration and royalities for authors, this author 
would have obtained a generous income. This method of 
occupying an ideological position, however, was not 
efficacious, because in a trial of strength between theo- 
ries victory is won by reliance on the truth and not on the 
number of printings of a book and the recommendation 
of officials. Precisely the opposite is the case. A recom- 
mendation by officials is often more of a hindrance than 
a help, and the more something is recommended the 
more one’s appetite for it is spoiled. 


As a matter of fact, the conservatives understood this 
principle. They knew that they could not win the battle of 
theories sc they relied on calumny and force. They 
demanded that Kang Youwei’s books be burned. They 
attacked his “Chinese and Western Annals” as “advo- 
cating Western learning and forsaking Confucianism.” 
They attacked the strong learned society organized by Mr 
Kang as “a clique set up for his own selfish interests.” 
Those who “forsake Confucianism,” they said, are like 
“ministers or generals who rebel against their monarchs or 
collaborate with the enemy.” “One who sets up a clique for 
his own selfish interests” wants to form a political force. 
This was an important matter that endangered the ruler’s 
throne, so there certainly could be no question of being soft 
in dealing with it. Therefore, newspapers were shut down 
and learned societies banned. However, at that time the 
diehards did not have much experience in muzzling the 
public opinion front. They had the skills for conducting a 
large-scale literary inquisition, but did not know very 
much about how they should suppress and control the 
newly arisen newspapers and magazines. At that time there 
truly was a little bit of the situation in which “when it is 
dark in the east, it is light in the west; when things are dark 
in the south, there is still light in the north.” When the 
newspapers and periodicals of the reformers were batined 
in Beijing, the reformers moved to the south and set them 
up there. For a time they were published at various places 
in succession. Although vexed the diehards were for a time 
utterly helpless. 


Second, the sharpest struggle was over political issues. 
Liang Qichao outspokenly denounced the emperors of 
past dynasties as “public enemies.” He said that “the 
source of China’s growing weakness is the fact that the 
monarchical power is increasing day by day while civil 
rights are decreasing day by day.” Citing the democratic 
ideas of the West, Yan Fu propagated the idea that the 
people are “the true rulers of China” and that the 
princes, nobles, generals, and ministers—the ruling 
class—are merely “servants.” Also, “when people first 
came upon this earth there were no monarchs or minis- 
ters, just people.” People cannot rule each other and also 
have no leisure time to rule. Therefore, one citizen is 
raised to the status of a ruler. This pulled the “True 
Dragon Emperor” from heaven down to earth. Also, this 
“ruler” can “both be chosen by the public and dismissed 
by tt > wblic.” Looking at this radical idea today, one 
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would even feel it to be a pointed and outstanding one. 
However, the reformers of thuse times, although advo- 
cating democracy and criticizing imperial authority, 
limited their criticism to morarchical power and did not 
want to abolish th: imperial system. All that they 
demanded was the establishinent of constitutionalism, 
the extension of civil rights, and the limitation of monar- 
chical power. The conservatives deeply understood, 
however, that once the political stand of the reformers 
was put in place the political power of the feudal rulers 
could not be retainec, On this crucial issue they abso- 
lutely could not tolerate any differing political view. 
Zhang Zhidong gave a completely unambiguous warn- 
ing: “If the civil rights they are talking about are put in 
place, the people, who were happy in their ignorance, 
would riot, institutions would not work, and great disor- 
der would arise from all directions.”’ Therefore, he firmly 
maintained: ““Democracy absolutely cannot be estab- 
lished and civil rights absolutely cannot be given 
weight.” In brief, since on political issues there was no 
room for compromise, the outcom:. was not determined 
by who was right but rather by the balance of forces of 
the two sides. 


Third, the centers of the two power jactions existed side 
by side, but the center of the conservatives was stronger 
than that of the reformers. This was the key to the failure 
of the Reform Movement of 1898. At all times and in all 
countries, no matter what the state system or the politi- 
cal system, there can only be one center of nower. If there 
are two cexiers this can only be a transitional state, or a 
transition to this side or that side. The two ceniers w'!! 
not coexist for a protracted period of time. If the 
situation in which the two centers exist side by side is a 
case of the new replacing the old, the shorter the transi- 
tion time the better: if the time is lengthened the result 
will only be to increase the suffering and intranquility of 
society. Emperor Guang Xu had already taken over the 
reins of government upon coming of age, and Empress 
Dowager Ci Xi had already gone behind the poli’ical 
stage. But her doing so did not mean that she nad 
completely kanded over power. On the contrary, she 
organized backstage another power center anu continued 
to play her role. When Guang Xu decided to rely on the 
reformers to effect political reform, the contradiction 
between the reformers and the conservatives intensified. 
At that time the conservative forces in Chinese society 
were very powerful, and the extensive bureaucratic stra- 
tum would not resign itself to losing its vested interests. 
It is not at all surprising that it would do its utmost to 
resist reform. The question was: what, in the final 
analysis, was the degree of concentration of the two 
political forces and the balance of strength between the 
two sides? If the conservatives had no center and were 
not concentrated in one camp, it would be possible for 
the reformers who had grasped power at the center to 
control the overall situation. However, with Dowager 
Empress Ci Xi, who had not really withdrawn from the 
political stage, and her political clique at the center, 
things were very complex. 


The innate weakness of the reformers was that they 
lacked a base in the masses, and they were also far from 
being able to organize backbone forces from the center to 
the localities. Although they did all the propaganda work 
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in their power, to China, which had been in the same old 
ve for several thousand years, their voices, in the 
inal analysis, were too weak and were far from having 
the effect of mod:lizing and enlisting the masses. Thus 
Emperor Guang >.u, with the pitifully small power 
center that ne and the several reformers had formed, 
when faced with the powerful center formed by enw 
Empress Ci Xi and the conservative forces she control 
all over China, was like “a small sorcerer in the presence 
of a great one” —he paled into insignificance by compar- 
ison. In this situation the reformers had only two paths 
pam | could take: either surrender, abandon the reform, 
try to achieve a compromise; or risk dang in 
desperation, stage a palace coup, eliminate Dowager 
Empress Ci Xi’s power center, and end the situ ition in 
which the two centers existed side by side. The reform- 
ers, with Guang Xu at the center, decided to take the 
latter path. But Ci Xi was more formidable than 
were. Controlling the armed forces, she gained the ini- 
tiative by striking first. She had already made good 
preparations for dealing with a coup. She swiftly crushed 
the coup that Guang Xu had initiated and that Yuan 
Shikai had already betrayed. As a result, the “Hundred 
Days Reform” was wiped out at one stroke. 


Fourth, the Reform Movement of 1898 was a reforin. The 
traditional view is that a reform is an improvement, that an 
improvement is a quantitative change in every little bit, and 
that a reform does not affect the quality of society. Actually, 
a revolution is fine and a reform is fine. Both are a means. 
When a contradiction in society reaches a certain point, it 
must be resolved sooner or later. As for by what ways and 
means it is resolved, we must look at all the circumstances at 
the time, and it might not necessarily be resolved in line with 
people’s aspirations. The substance of the Reforni Movement 
of 1898 was to replace feudalism with capitalism. If it had 
succeeded China would, under the political system of a 
constitutional monarchy, be gradually transformed into a 
capitalist society. This implies a qualitative change in Chi- 
nese society. As for the political system being a constitution.) 
monarchy or a republic, this is not the key to the matter. The 
fact that many developed countries still have a king tod’ty is 
a case in point. In fact, the struggle of the Reform Movement 
of 1898 was very intense. After the failure of the reform 
movement, Guang Xu was imprisoned, the six gentlemen 
were beheaded, and Kang and Liang fled abroad, all of whicis 
shows the intensity of the struggle. There is a well-known 
saying: “Reformers do not make good exits.” Although this 
saying cannot avoid the charge of being a little too categorical, 
it fits the reality in China fairly well. More than 2,000 years 
ago, Shang Yang made reforms in the State of Qin, with the 
result that his body was torn asunder by five carts. Wu Qi 
made reforms in the State of Chu, and in the end he was shot 
to death by arrows. Although these are extreme examples, it is 
truly a phenomenon of a lawlike nature that a price must be 
paid for a reform. 


Today China is carrying out a reform. History will not be 
repeated. Today’s reform and the Reform Movement of 
1898 of 90 years ago already cannot be equated. Bui 
there are also certain points of similarity. For example, 
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the purpose of the Reform Movercent of 1898 was to 
modernize China so that it would caich up with the 
developed countries of that time; the purpose of the 
current refort.: is to modernize China so that it will catch 
up with developed countries of this time. The purpose of 
the Reform Movemen’ of 1898 was to save the Chinese 
nation from the crisis it was in at the end of the 19th 
century; the purpose of today’s reform is to answer the 
stern challenges that contemporary China faces. If it is 
s.iid that the Reform Movement of 1898 failed because 
of the power of the conservatives, then toc'ay’s reform is 
irreversible. This is because it has the accumulated 
energy of miay years and it has obtained the whole- 
hearted support of the masses. Thus it is absolutely 
irresist’/ble. However, siace it is a reform it will inevita- 
bly touch upon the vital interests of some people. Not 
only can certain comjilications not be avoided, but also 
the reformers will certainly pay a price. Such being the 
case, the experiences and lessons of historical reforms 
will always be of some significance for successors. In 
reality the blood of the six gentlemen of the Reform 
Movement of 1898 was not shed in vain. Their ideas and 
outstanding achievements have already made a contri- 
bution to the advance of Chinese society that can never 
be obliterated. Worthy of our commendation of them is 
just one point alone: it will make our successors realize 
that reform is extremely difficult. 


Beijing Municipal People’s Government 


This year is the 90th anniversary of the death of the six 
gentlemen of the Reform Movement of 1898. They were 
important figures in China's historical advance. For the 
sake of reforming China to make it prospero1s and 
strong they gave their lives and they are very wo thy of 
commemoration. For this reason, we suggest hat a 
commemorative tablet for the six gentlemen be put up at 
the entrance to the food market in Beijing where they 
were killed. 


With high respect! 


[signed] Li Rui [2621 6904], Zhang Zonghou [1728 1350 
0624}. “i Juelin [2621 3082 2651], Li Qian [2621 8438}, 
Chen [7115], Feilur Geyang [7236 0178 2047 2254], 
Zhang Wende [1728 2429 1795}, Chen Xiaochuan [7115 
1420 1557], Dai Qing [2071 2532} 


Zheng Zhongyue [6774 0112 1471], Ma Licheng [7456 
4539 6134], Chang Quzhao [1603 2575 5128], Hu 
Shao’an [5170 1421 1344], Hua Shuosheng [5478 2592 
3932]. Yu Haocheng [0060 3185 2052] 


Wu Guoguang [0702 0948 0342], Ding Zhengliang (0002 
2973 5328}, Li Xianbin [2621 6343 2430], Feng [7458], 
Zhang Luguo [1728 1774 0948], Wu liayuan (0702 4471 
4878], Li Shu [7812 3412], Hong Yu [3163 4416], Zhou 
Xiuxuan [6650 0208 2467], and Shao Yanxiang [6730 
3601 4382} 


24 September 1988 








JPRS-CAR-89-014 
15 February 1989 


NATIONAL AFFAIRS, POLICY 


Three Types of Chronic Inflation, Threat to Price 
Reform Analyzed 

40060219 Beijing JIAGE LILUN YU SHIJIAN [PRICE 
THEORY AND PRACTICE] in Chinese 

No 10, 20 Oct pp 2-5 


[Article by Dai Yuanchen 2071 0954 2525: “Chronic 
Inflation Poses Greatest Threat to Price Reform”| 


[Text] 
I 


Many comrades have pointed out rightly that the current 
inflation has complicated the task of price reform. Our 
way Out is to firmly maintain a suitable rate of economic 
growth, control the scale of investment, check the ten- 
dency to overheat the economy, and keep a tight lid on 
the money supply in order to create a favorable environ- 
ment for price reform. While all this is easier said than 
done—it is difficult to do it just right—we have after all 
become quite experienced in many areas of economic 
adjustment. Moreover, the problem has now attracted 
the attention of all quarters. It is possible to control 
inflation in the midst of price reform. 


The critical issue today is that chronic inflation has not 
been seriously dealt with thus far. In my opinion, chronic 
inflation may well get out of control to become the 
greatest threat to price reform because of its chronicity. 
In Yugoslavia, single-digit inflaton has escalated into 
double-digit inflation in recent years, reaching 140 per- 
cent in 1987. In Brazil, inflation has been increasing year 
after year, hitting 600 percent in 1987. Double-digit 
inflation is also a reality in many developing countries. 
All this is happening because of chronic inflation, char- 
acterized by a combination of an inflation driven by a 
bloated money supply and an inflation fueled by rising 
costs as prices and wages go up in succession, both 
recurring over a long period of time. When chronic 
inflation is already in existence, any effort to tighten the 
money supply and hold the line on social demand will 
succeed only in checking the demand-led inflation, while 
costs-driven inflation will continue to rage. The upshot is 
stagflation: falling social demand and declining eco- 
nomic growth accompanied by rising prices. To work 
itself out of stagflation, the government may stimulate 
demand, which may rekindle chronic inflation. Thus it is 
much more difficult to control chronic inflation than the 
ordinary demand-led inflation. 


That prices have been increasing steadily in recent years 
shows that inflation has become chronic. Conventional 
wisdom holds that successive wage and price increases 
are the only cause of chronic inflation. But an analysis of 
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the actual conditions in this country suggests that objec- 
tively there are three kinds of chronic inflation: one 
induced by structural change, wage-driven chronic infla- 
tion, and exchange rate-driven chronic inflation. They 
are explained as follows: 


A. Chronic inflation induced by structural change. We 
usually think that changes in the price structure will not 
lead to price increases and that we can adjust commodity 
price ratios while keeping the general price level essen- 
tially stable. In economics, this is known as the principle 
that changes in relative commodity prices will not affect 
absolute commodity prices. In China, however, agricul- 
tural products, mineral products, and transportation 
have been underpriced and need to be adjusted upward. 
Increases in these basic prices have extensive chain 
reactions, often pushing up the general price level. In the 
course of structural price reform, moreover, we often 
have difficulty lowering the prices of overpriced prod- 
ucts even as we adjust the prices of underpriced prod- 
ucts. They may be a major source of accumulation for 
the central treasury or the interests of various parties 
may be affected if we try to change them. In 1982, for 
instance, we raised the price of pure cotton while lower- 
ing that of chemical fiber, with one adjustment basically 
offsetting the other. Today it is impossible to repeat such 
a feat. At a time when it is much easier to raise prices 
than lower them, any move to straighten out the dis- 
torted price system will inevitably push up the general 
price level. 


If revamping the price structure is a one-shot affair, then 
the resultant price increases will only be a one-time 
phenomenon, not a chronic event. The problem is that 
since overhauling the price structure in one fell swoop 
may prove too traumatic, we have to break it up into 
several moves. Judging from the experience of the past 
decade, the process h-s been too fragmented and too 
incremental. Prices were adjusted one sector after 
another, one industry after another. Moreover, we often 
went too far in stimulating the adjusted products. After 
grain prices were adjusted, we discovered they had 
become out of sync with cotton prices, so we raised 
cotton prices only to find that silkworm cocoon had 
become underpriced. After one round of adjustments, 
prices have indeed gone up, but price ratios remained 
inequitable, with grain prices still at the bottom of the 
heap. After raising the prices of agricultural products, we 
turned around and increased the prices of capital goods 
in agriculture, thus again widening the industry-agricul- 
ture price differentials, which had been reduced earlier. 
A likely consequence of tins is chronic price increases 
induced by changes in the price structure, possibly a 
return to the old price ratios. 


After Beijing increased the prices of four major catego- 
ries of non-staple food—meat, egg, sugar, and popular 
vegetables—in mid-May this year, the Second Com- 
merce Bureau raised the prices of 3,800 kinds of food, 90 
percent of all food products in its jurisdiction. This 
shows thai it has now become very difficult to demand 
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that enterprises absorb the rising costs internally and 
that we tend to stress the advantages of incremental price 
increase without fully appreciating the structural succes- 
sive price increases that may result from fragmenting the 
reform process excessively. 


B. Wage-driven chronic inflation. In the past, wage levels 
and standards were strictly controlled by the state, so 
conditions for successive wage and price increases did 
not exist. Hence the traditional non-recognition of wage- 
driven inflation by China’s economic theoretical com- 
munity. Yet if we look at what is happening in develop- 
ing nations and certain socialist countries, wage-driven 
price increases are indeed a primary manifestation of 
chronic inflation. Today in China there are two notable 
phenomena. Within the area where the government sets 
wage levels and wage standards, price increases have 
eroded real living standards. Here reasonable compen- 
sation has become an issue in price reform that must be 
tackled. As for those wages, bonuses, welfare, and mis- 
cellaneous wage-incomes outside the scope of govern- 
ment control, they have been soaring. It is commonplace 
to increase profits and raise wages by hiking prices. 
Wage-driven chronic inflation has emerged in Chinese 
economic life. 


As far as the relations between prices and wages are 
concerned, therefore, we must consider offering reason- 
able compensation in times of rising prices and take care 
to prevent wage-driven chronic inflation. The floor of 
the wage level is that the nominal wage increase rate 
should not exceed the price increase rate in order to 
ensure that workers do not suffer a drop in living 
standards. The ceiling is that the actual wage increase 
rate should not exceed the growth in labor productivity. 
Once wages go up faster than productivity, wage 
increases will not be backed by any real gain in output, 
resulting in chronic successive wage-and-price spirals. 


In price reform, the key to minimizing risks and improv- 
ing public tolerance is rising profitability. It certainly 
makes sense to ask enterprises to absorb the increase in 
costs resulting from more expensive raw materials. In 
real life, however, enterprises are not willing to do so at 
all and look for every opportunity to pass them onto 
others. They may even use rising costs as a pretext to jack 
up prices. They have a built-in incentive to do so: 
absorption hurts the interests of enterprises and workers, 
whereas raising prices works to the benefit of both. This 
is exactly the essence of wage-driven chronic inflation. 
An important cause of price increases in recent years is 
the fact that average wages have been rising faster than 
the increase in productivity for successive years now. 
Traditional constraints on wages remain effective only 
within a limited scope. Outside this scope, administra- 
tive restraints have been dismantled. Meanwhile, new 
restraints have not yet taken shape. If we overlook 
establishing restraining mechanisms on wages in the 
course of price reform, wages can well become the main 
driving force behind chronic price increases. 
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Note that after the contract management responsibility 
system was introduced, enterprises over-fulfilled their con- 
tracts and hence retain more profits and issue more 
bonuses by rairing prices. After localities adopted financial 
contracting, they too over-fulfilled their contracts and, by 
raising the prices of local products, increased local reve- 
nues, which is welcomed by the local authorities. Contract- 
ing intensifies the profit motive, which is in line with 
public wishes to make more money and improve their 
living standards. Although it has had a positive effect, 
contracting has also made all interest groups that much 
more conscious of their own interests. It is precisely 
through enterprise contracting and local contracting that 
wage-driven chronic inflation is effected. 


C. Exchange rate-driven chronic inflation. In a closed 
self-circulating economy, chronic inflation is limited to 
the two types mentioned above. But for an open econ- 
omy with increasing economic contacts with the outside 
world, this is not the case. Apart from the possibility that 
international inflation may be transmitted into the coun- 
try, exchange rates and prices may go up in turns, 
accelerating and recurring over time. Since foreign 
exchange shortage will be with us for a long time to 
come, with every enterprise doing all it can to export and 
earn foreign exchange, it will be difficult to avoid the 
stampede at the ports in which enterprises try to outbid 
each other by raising prices. This complicates our effort 
to stabilize internal trade on the one hand, and will 
endlessly boost the cost of earning foreign exchange, on 
the other. Witness the rabbit fur war and leather war of 
the past and the more recent silkworm cocoon war. With 
the cost of earning foreign exchange ever rising, foreign 
trade losses pile up, forcing the government to adjust the 
exchange rate. But adjusting the exchange rate will only 
sharpen the competition among export enterprises when 
they procure on the domestic market, thus setting off 
another round of price increases and another jump in the 
cost of earning foreign exchange. in recent years, the 
exchange rate has decreased from $1:1.15 yuan to 
$1:3.72 yuan. In fact, the yuan has been devalued by a 
greater percentage than the rate at which prices have 
risen on the domestic market. Moreover, both the cost of 
earning foreign exchange and the black market exchange 
rate are much higher. Thus chronic inflation caused by 
successive changes in the exchange rate and prices has 
appeared in China. 


We have analyzed above the three types of chronic 
inflation and shown that all three have appeared in 
China. Thus what our current price reform must tackle is 
not just ordinary inflation, but chronic inflation. 


Having determined that chronic inflation is the major 
danger and problem ahead, how should we proceed with 
price reform? 
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A. Price reform should press ahead in the face of 
difficulties. Although we are faced with the danger of 
chronic inflation, price reform including price rational- 
ization and market deregulation has to do only with one 
of the three factors that lead to chronicity, namely 
structural price changes. Even if there were no price 
reform, the other two factors will remain, prices on the 
deregulated market may still experience structural suc- 
cessive increases, and the danger of chronic inflation still 
exists. Moreover, this kind of chronic inflation will take 
place side by side with distorted prices, which will be 
even more damaging and destructive to the effort to 
improve profitability. 


Thus to identify chronic inflation as the main hazard 
ahead is not to suggest that we stop or go slow on price 
reform. Rather, our aim is to draw attention to the 
difficulties of price reform and pinpoint its main danger, 
a point mostly ignored in current discussions and plans 
on price reform. Yet if we overlook it, we may underes- 
timate the difficulties, fail to take targeted effective 
measures, and beat a hasty retreat as soon as problems 
occur. On the other hand, if we realize that chronic 
inflation is our worst enemy, that knowledge may help us 
tackle it in earnest, press ahead despite difficulties and 
overcome them, and succeed in price reform. 


B. The step-by-step method of price reform should try to 
avoid successive price increases for the various products 
as much as possible. As explained above, when structural 
price adjustment is over-fragmented, the result could 
well be chronic successive price increases. Consequently, 
even though it is unrealistic to expect to complete price 
reform in one bold stroke, we should take bigger steps 
after calculating carefully that they are within the pub- 
lic’s tolerance threshold. The sequence or order in which 
reform measures are introduced is also very important. 
Because there are both pros and cons to adjusting the 
prices of capital goods ahead of agricultural products, 
and vice versa, we must weigh them to see which 
contributes to overall stability and development and 
make a choice accordingly. 


The current projections of adjustment-related price 
increases have been worked out on the assumption that 
there would be only one round of chain reactions result- 
ing from price adjustments. When price reform is broken 
up into a series of steps, successive price increases will be 
virtually unavoidable. Thus we should be mentally pre- 
pared for price increases that exceed our projections and 
take precautionary measures. 


C. Tackle wage-driven chronic inflation in earnest. As 
noted before, the chief danger and difficulty now and in 
the days ahead will be the chronicity of successive wage 
and price increases. Accordingly it is vital that price 
reform and wage reform be coordinated organically. The 
problem here is not paying workers higher wages to offset 
higher prices. The problem is checking the tendency to jack 
up prices as a result of rising wages. Since this problem 
does not occur within the limits of government control but 
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in areas that have adopted contracting and similar prac- 
tices, it is no longer possible to control the growth of 
incomes of a wage nature such as bonuses with adminis- 
trative methods. Instead, the emphasis should be on coor- 
dinated reform to create self-restraining mechanisms. 


D. We should also take pains to prevent the exchange 
rate and prices from increasing successively in the course 
of price reform, but this cannot be achieved through 
administrative means. Instead, we should find a mecha- 
nism that can check successive price increases in the 
foreign trade system, which pushes up the cost of earning 
foreign exchange steadily. This issue should be organi- 
cally related to the coastal development strategy of the 
central government. The push for an export-oriented 
economy should be combined with an effort to reform 
the foreign trade system and reverse the tendency to 
export and earn foreign exchange at any cost. 


E. The purpose of price reform is to introduce the market 
mechanism into the economy. Right now, however, what 
controls the market is not the ordinary independent 
enterprise, but monopolistic enterprises. Both the scram- 
ble by enterprises to procure agricultural products by 
outbidding one another and the widening gap between 
the two sets of prices for industrial capital goods are 
related to enterprise monopoly. Thus preventing price 
formation from turning from a state monopoly into an 
enterprise monopoly is critical to checking successive 
price hikes. Price reform is not simply a question of price 
decontrol; also involved is the issue of management after 
decontrol. Anti-monopoly will be an important part of 
such management. 


Chronic inflation may continue to occur after price 
reform is completed, so we must not only tackle it 
seriously during economic reform but continue to keep a 
close eye on it when reform is over to prevent its 
recurrence. 


One final point: In identifying chronic inflation as the 
chief danger, we are not suggesting that we can ignore the 
inflation caused by a bloated money supply, which after 
all is what originally drives the wheel of chronicity. To 
say that tightening the money supply alone is not enough 
does not mean that we should not tighten the money 
supply. It is just that this point has been much discussed, 
so we decide to omit it here. 


Market Economy Difficulties, Suggestions 
40060180 Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese 

No 10, 11 Oct 88 pp 7-12 


[Article by the “Market System” Problem Team of the 
Chinese Academy of Social Science’s Finance, Com- 
merce, and Commodities Institute; drafted by Fan Hant- 
ing 2075 3352 1694 and revised and finalized by Zhao 
Xiaomin 6392 2400 3046 and Gu Lirang 6328 1462 
6245: “Difficulties of Market-Oriented Reform, and 
Suggestions for Their Resolution”)} 


[Text] The overall course of economic system reform 
since 1978, regardless of its initial objectives, has been 
manifested as a constant conversion of economic move- 
ment toward a commodity-money relationship and mar- 
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ket system. Now, however, there are various indications 
that .aarket-oriented reform is at least not entirely 
successful—even though agricultural products increase 
year by year, market prices have not only not fallen, they 
have shown a trend to rise faster; consumption inflation, 
investment inflation, and currency inflation have 
emerred simultaneously, and price reform has been 
caught in the hard-to-resolve cycle of “‘decontrol, rise, 
control, supplementation...decontrol, rise...”; and there 
is mutual aggravation between the low efficiency and 
high speed of economic development. In other words, 
reform has again been caught at a crossroads confronting 
a further choice: whether to continue deepening market- 
oriented reform, or to either maintain the present dou- 
ble-track system or simply revert to the traditional 
administrative order economic system. Our answer is to 
deepen reform, but it is necessary to sort out, adjust, and 
absorb the previous period’s train of thought regarding 
market-oriented reform, and to squarely face and ade- 
quately understand the difficulties which market-ori- 
ented reform has run into, and will run into later. Only in 
this way is it possible to make the correct choice. 


I. Brief Commen 
in the Previous Pe 


and Queries on the Market Theory 
*s Reform 


The conversion of economic movement to a commodity- 
money relationship, which was initiated by the fixing of 
farm output quotas for each household i:: rural villages, 
has allowed a breakthrough to be made in socialist 
macrc market theory research. This is manifested espe- 
cially in the following ways: (1) It has done away with the 
traditional concept in socialist economy which rejects 
the role of commodity money and negates the market 
and market mechanism, and it has established a relation- 
ship of inherent unity between plan and market; (2) it 
has done away with the concept of the “external” and 
“supplementary” role of the market mechanism, anu has 
established the central position of the market mecha- 
nism in economic movement; (3) it has done away with 
the concept of a single consumer goods market, and has 
put forth the concept of strengthening and perfecting the 
market system and bringing into play the overall market 
function; (4) still more theoretical and practical workers 
have turned the:r view to market reform and realized 
that the degree of market development and the role of 
the market mechanism are key issues in the reform of all 
developing nations. 


However, the market-oriented reform which we carried 
out in the previous period was to a very great extent not 
entirely successful, and the most important cause of this 
was the narrow, biased understanding of the market and 
the market mechanism in theoretical circles and practi- 
cal departments, which caused the structure of the mar- 
ket to remain at a superficial level. The main se errors 
were as follows: 


1. Equating the market mechanism with the price mech- 
anism and placing hopes for the formation of a socialist 
market solely on the decontrol of prices. Actually, for 
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several years we have taken this simple approach of 
“decontrol,” “separation of authorities,” and “yielding 
profits” in market-oriented reform, equating the mar- 
ket’s level of development with its degree of decontrol, as 
well as to the degree of separation of authority over, or 
decentralization of, circulation of commodities, goods 
and materials, and capital. This school of thought con- 
cerning reform holds that if commodity prices are decon- 
trolled, the market mechanism can operate normally, 
and can follow the classical market's law of supply and 
demand. However, as a result of implementation, not 
only have China’s commodity prices not recovered their 
Walras equilibrium, prices have soared with the increase 
in volume of supply, to the extent that serious shortages 
of matches and toilet paper have developed, and the 
whole economic situation and price reform have become 
caught in a cycle of “‘decontrol, rise, control, supplemen- 
tation, decontrol.” 


Actually, the market mechanism, as the movement 
mechanism of the commodity economy, has extremely 
wide connotations. It is the commodity money relation- 
ship which is common in economic movement, it is the 
self-control device which provides cohesion and lubrica- 
tion between market subjects (referring to enterprises 
acting as producers and operators) as well as between 
subjects and objects, and it is the microcycle system of 
the social economic mechanism. Viewed in terms of the 
movement state of the market mechanism, it is also the 
sum of the interconnections and interactions between 
the price mechanism, supply and demand mechanism, 
risk mechanism, and competition mechanism. Of these, 
the interactions and interconnections between the price 
mechanism and ihe supply and demand mechanism are 
manifested primarily as the interrelationship between 
market objects, while the risk mechanism and competi- 
tion mechanism are manifested primarily as the interre- 
lationship between market subjects. In other words, the 
price mechanism and supply and demand mechanism 
are interrelated mechanisms which are formed by vari- 
ous visible and invisible commodities in the process of 
market actualization. The price mechanism is a surface- 
level reaction of the movement state of market objects; 
its function mechaiism must also be conditioned by 
many deep-level market factors. Risk and competition 
refer to the risk profit and loss and the market rela ions 
between opponents which must be undergone by market 
subjects in the course of engaging in market activities. 
They are the deep-level mechanism of the market’s 
movement state; the market subjects’ riskprofit and loss 
situation and forms of competition directly determine 
the movement state of price. Therefore, the complete 
state of a market should be one in which all of the market 
subjects and objects have a place. Only in this way will 
the market signals not be distorted. Especially in a 
non-classical market, price competition has retreated to 
a secondary position, while non-price competition has 
risen to become the leading form, and the movement of 
the market mechanism reflects even more risk restraint 
and competition restraint. 
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It is thus clear that if the market mechanism is simply 
equated with the price mechanism, it actually overlooks 
risk and competition restraint on market subjects and 
ignores the place and role of market subjects in market 
movement. We know that in a market which lacks 
positive activity by market subjects, market objects are 
unlikely to achieve an optimized disposition on their 
own. If market subjects lack the restraint of market risk 
and competition, the movement mechanism of market 
objects inevitably fails to work properly. The functioning 
process of the market mechanism is a mutually unified, 
coordinated dynamic equilibrium between market sub- 
jects and objects, and a favorable market climate cannot 
be created merely by placing hopes on one side. 


2. Equating the market with the market system and, 
further, equating the market system with the sum of the 
commodity market and the factor market, as if a favor- 
able, highly efficient, unified socialist market would 
automatically be formed if only these markets were 
strengthened and perfected. 


Although strengthening and perfecting the market sys- 
tem is an important link in creating the market climate 
and carrying out market-oriented reform, it is far from 
being the whole of the market issue. There is a distinc- 
tion between the narrow and broad sense of the concept 
of market. Market in the narrow sense is the sum of 
exchange relations, while market in the broad sense is the 
unification of the conversion of production, distribu- 
tion, and consumption to market principles. That is to 
say, market in the broad sense includes the conversion to 
market principles of both production relations and the 
process of developing productive strength and social 
resource disposition, and is the core of all social eco- 
nomic activities. At the same time, the market system, as 
the “hardware”’ system of the market movement pattern, 
includes not only a market object system formed by the 
interdependency of various commodity markets and 
factor markets; still more important is the existence of a 
market subject system made up of various market econ- 
Omy organizations and regulation and control organiza- 
tions. The object system is an extension of the subject 
system contradiction, and the behavior pattern of the 
subject system controls the direction of flow of objects. 
Only after the strengthening and coordination of the 
market’s subject and object systems can the market 
mechanism operate normally. According to the currently 
popular argument concerning the market system, the 
market mechanism can automatically form if only the 
object system is strengthened and perfected, and so the 
process of remolding and cultivating market subjects can 
be easily bypassed. Practice has yielded the same result 
as our theoretical analysis: if, in reform, only the market 
ubject system is developed and the subject system lacks 
a position (including movement subjects and regulation 
and control subjects), economic operation can only go 
around in circles around the outside of the market, and 
the new economic movement mechanism of “the state 
regulates the market and the market guides enterprise” 
cannot be established. 
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II. An Analysis of Some Difficulties in Perfecting the 
Market 


A perfected or sound market must always be premised on 
normal operation of the market mechanism, and introduc- 
ing the market mechanism into an economic organism 
requires first creating conditions under which it can play 
its role. These conditions are primarily the general conver- 
sion of social economy to commodity money and system- 
atic restraint, using laws and regulations as market stan- 
dards. As to the reason that the market mechanism has not 
been successfully introduced into China, aside from the 
excessive superficiality of our thinking in the previous 
period with regard to reform, the most important series of 
difficulties has to do with the lack of basic conditions for 
the functioning of the market mechanism. These difficul- 
ties include the following: 


A. Mutual opposition between the consciousness of 
equality and the market mechanism. Introduction of the 
market mechanism inevitably requires inaking the com- 
modity-money relationsship common throughout soci- 
ety, doing away with “interference from outside the 
market,” “allocation outside the market,” “exchange 
outside the market,” and actively bringing into play the 
market mechanism’s role of self-regulation. Thus, it 
requires the members of society, in the formation of 
property and income disparity, to use the market-ori- 
ented disparity mechanism to implement regulation, 
rather than making economic disparity administrative. 
The market mechanism is a mechanism of equal compe- 
tition which gives first priority to efficiency; it is also an 
income disparity mechanism. Its functional process is 
equality of opportunity and inequality of results. How- 
ever, our traditional objective favors achieving equality 
of rights and benefits in the final results, and under 
conditions in which the role of the market mechanism is 
lacking, only certain groups and organizations are 
entrusted with using the highest authority to maintain 
these “fair’’ objectives. This has formed an economic 
system characterized by the government standard. 
Therefore, introduction of the market mechanism first 
inevitably runs into fierce resistance form this govern- 
ment standard system, which is formed based on the 
consciousness of equality and prevents the spreading and 
deepening of commodity money relations. Although the 
market mechanism has begun to play a role in certain 
areas in particular, the administration-oriented system 
produced by the consciousness of equality, which con- 
trols economic movement, inevitably creates a non- 
market-oriented hierarchy. This is manifested specifi- 
cally in the following ways: 


(1) Inequality of market opportunities causes actual 
inequality of property ownership. Ownership by the 
whole people is actually merely ownership by people 
with the qualifications and opportunities for enter into 
this scope, and those who have not entered are not 
included among “owners,” and are actually excluded. 
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They not only cannot enjoy the labor right which integrates 
the labor force with capital goods; still less can they enjoy 
the benef‘ts brought by “whole people’s”’ assets. Because of 
the internal system of “eating from the same big pot,” even 
if the scope of whole people ownership is small, those 
entering get no sense of their own rights, interests, and 
responsibilities, and it is often position and vested inter- 
ests that people are concerned about. 


(2) Supplementing the economy becomes indispensable. 
Converting economic movement to an administrative 
basis leads to converting profit distribution to an admin- 
istrative basis, and in order to make each side equal, it is 
necessary to take from the fat to supplement the lean. Not 
Only among regions, but especially among enterprises, 
because of the softening of budget restrictions and pater- 
nalistic solicitude, even profits and losses due to poor 
operation must be miitigated or supplemented, using even 
administrative coalitions and annexation to achieve the 
goal of taking from the fat to supplement the lean. 


(3) Since there is a fierce conflict between the conscious- 
ness of equality and the market mechanism, nct only 
does economic movement still rely primarily on admin- 
istrative authority for regulation, the influence on eco- 
nomic movement of such unhealthy tendencies as the 
use of interpersonal connections and the offering and 
accepting of bribes is constantly increasing. Moreover, 
certain reform measures which we are currently imple- 
menting have also provided conditions favorable to the 
emergence of this abnormal mechanism. Such measures 
as controlling one group of capital goods prices while 
decontrolling another group and having both parity and 
market prices for enterprise raw materials supplies have 
actually allowed special privileges of engaging in price- 
fixing, and price-fixing based on privilege has become 
the most commonly seen form of market exchange in 
economic movement. If, for example, the par rate of one 
ton of steel is 700 yuan and the market price is 1400 
yuan, it is the same as saying that special ownership 
rights for one ton of steel are worth 700 yuan. 


B. The undeveloped state of market economy organiza- 
tions. If one wants to form a classical market, it is 
sufficient that there be a general commodity-money 
relationship and perfected commercial regulations. 
However, in forming a market in the modern sense of the 
word, the cost of obtaining market transaction informa- 
tion, or transaction costs, is a problem which must be 
resolved. Therefore, in the modern competitive market, 
the enterprises which participate in market competition 
are not single-celled enterprises with an elaborately 
detailed social division of labor, nor are they the highest 
administrative organizations; rather, they are giant 
enterprises, enterprise groups, and corporations with 
multiple functions. We know that under market condi- 
tions of free competition, a fairly large number of 
smali-scale, single-function enterprises are active in each 
industry and are passively regulated by market price 
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signals. Although this type of economic organizational 
structure has the microefficiency of cost optimization 
and strong adaptability to supply and demand, it is in 
conflict with the essence of modern productive strength. 
The essence of modern productive strength is high 
technology and a high level of coordination. In order to 
reduce the huge transaction costs brought about by the 
independent implementation uf market transactions by a 
large number of small enterprises, competition between 
giant corporations has been produced, causing a switch 
from numerous market transactions to internal corpo- 
rate accounting. Therefore, only by replacing competi- 
tion among single-celled enterprises with competition 
among giant corporations can the market be more stable 
and economical. 


From the above analysis, it is easy to see that in order to 
form a modern market, it is necessary to have an 
adequate scale of organizational resources, and to reduce 
market transaction costs to a level below that of the costs 
needed for the economic movement of other organiza- 
tions. However, what is disturbing is that China’s orga- 
nizational resources are extremely singular, and a bipolar 
distribution has emerged: one pole consists of adminis- 
trative organizations with a high degree of centralized 
authority, while the other pole consists of extremely 
deceniralized family and clan organizations. The two 
have never developed intermediate organizations. 
Therefore, in our reform of introducing the market 
mechanism, the rapidly developing organizational forms 
are individual economy and township enterprises, as 
well as the unmovable centralized administrative orga- 
nizations, while the economic organizations required for 
a modern market are slow in developing. Just as we have 
become accustomed to seeing, competition among exces- 
sively small economic organizations has caused market 
transaction costs to soar, and as commodities have 
become more numerous, prices have also risen; the 
resource disposition efficiency stimulated by the market 
mechanism has been virtually canceled out by the 
increased transaction costs. Another aspect is that, in 
China’s market, the scale of the development of eco- 
nomic organizations is often restricted by numerous 
factors, particularly in the case of those enterprises 
which begin to change into administration-oriented 
organizations before they have achieved economies of 
scale, and become centralized organizations. The nonde- 
veloping nature of China’s market organizations has a 
historically accumulated effect. Compared with the 
nations of Europe, whose modern commodity economies 
are developed, China’s small commodity economy in the 
Han and Tang Periods was highly developed. Through- 
out the Song, Ming, and Qing Periods, the small com- 
modity economy was quite prosperous, but since the 
centralized administrative organizations and extremely 
decentralized family and clan organizations internally 
inhibited the developmeat of market organizations, Chi- 
na’s economy never produced an organizational struc- 
ture mutually suited to a developed commodity econ- 
omy, and the movement of the market ultimately could 
not shake off the yoke of centralized administrative 
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Orgauizations. When feudal dynasties of past ages were 
faced with collapse in their late periods, some small 
Organizations took advantage of the opportunity offered 
by the weakening of the bonds of centralized adminis- 
trative organizations to develop into relatively large- 
scale market organizations, and from this emerged the 
phenomenon of unhealthy commercial prosperity. How- 
ever, before long, new dynasties were established, cen- 
tralization reappeared in society, and larger economic 
Organizations were either eradicated or absorbed by 
administrative organizations, and this is why the devel- 
opment of a commodity economy remained at the stage 
of small commodity economy. The situation of China’s 
economic organizations at the present stage is very 
similar to other periods in history. At one extreme, there 
are too many state administrative organizations, and at 
the other extreme, there are a large number of individual 
and collective economies, while there are very few real 
companies. This cannot help but keep China’s commod- 
ity economy at the small commodity economy stage. 


The nondeveloping nature of China’s market organizations 
is also manifested as the lack of development of regular 
Organizations and the overdevelopment of irregular organi- 
zations. Introduction of the market mechanism requires 
that market organizations become independent commodity 
producers and operators, and that they be corporate entities 
which closely combine rights and responsibilities. However, 
China’s market organizations are often not regular organi- 
zations established through legal procedures, and still more 
are irregular market organizations which rely on various 
interpersonal connections in joining together. The overde- 
velopment of these irregular organizations inhibits the 
development of regular organizations, and in economic 
movement, the role of interpersonal connections often over- 
shadows that of market mechanism or administrative mech- 
anism. Therefore, the disposition of social resources is to a 
great extent carried out according to interpersonal connec- 
tions, and this kind of distribution, in turn, strengthens the 
position and rights of vested interests, so that the market 
mechanism can only play its role in a distorted way. In 
China, even though those are viewed as enterprises of 
regular organizations, they actually cannot organize produc- 
tion and operation according to market principle, and 
therefore these market organizations are con.pletely sur- 
rounded by irregular organizations, and the members which 
constitute them are often also members of other irregular 
Organizations. This causes the activities of these organiza- 
tions to develop, not toward the market, but more toward 
interpersonal connections. 


C. The unsoundness and lack of unity of market regula- 
tions. The most important factor for introducing a 
market mechanism and establishing a market economy 
system, aside from a widespread commodity-money 
relationship, is to establish, based on laws and regula- 
tions, unified market rules mutually suited to a market 
economy, standardizing and converting to market prin- 
ciples the behavior of market organizations. However, 
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since our market-oriented reform is implemented under 
conditions in which laws and regulations are unsound, 
imperfect, and above all poorly enforced, there is a lack 
of systematic restraint in the movement of the market 
mechanism. As a result, China’s current economy 
presents an appearance of confused prosperity. Everyone 
is seeking to gain more individual benefits and benefits 
for their own units from reform, putting the social risk 
system into a very weakened state. In this way, groups or 
individuals can use their own powers of office to be 
generous at the state’s expense, lining their own pockets 
and engaging in various “reforms” for which they bear 
the profits but not the losses. 


The unsoundness of market regulations also makes mar- 
ket organizations unable to take off from the same 
Starting point, and the market cannot accurately 
appraise the functions of market organizations. The lack 
of unification of market regulations has caused confu- 
sion in market organization behavior, and the handling 
of different cases in different ways with respect to policy 
(such as complete entry into the market but incomplete 
entry into the market’s enterprises) has caused a constant 
increase in “collision” accidents in economic move- 
ment, and economic returns are almost completely 
depleted through mutual friction. 


D. The “vacuum” zone formed by the lack of synchro- 
nicity in the development of various markets and the 
overall function demanded by the market mechanism. 
The basic prerequisite for the market mechanism to 
normally and effectively play its role lies in the sound- 
ness of the market’s overall function, and bringing into 
play the overall function of the market must also be the 
product of the perfection and coordination of the vari- 
ous types of markets. However, regardless of whether the 
emergence, development, and growth of the market are 
formed artificially or occur as a kind of natural peristal- 
sis, they cannot be achieved in a single step; all involve 
an objective problem of sequence. From the standpoint 
of China’s concrete reality, with regard to the develop- 
ment of the various types of market, the labor market is 
the least mature. Not only must it achieve a break- 
through in resolving such general questions as whether 
labor is a commodity and whether there is a contradic- 
tion between distribution according to work and labor 
commodities; an even greater obstacle is posed by the 
fact that consciousness of equality has already pene- 
trated into popular feeling, and the people have become 
accustomed to the traditional system of “everyone eating 
from the same big pot” and egalitarianism. However, 
from the standpoint of the actual demands of reform, the 
opening and perfecting of the labor imarket is most 
urgent. This is because unless price reform is mutually 
coordinated with wage system reform, it can only 
become a mere formality, or if only the commodity 
market is opened, the price mechanism in the narrow 
sense which is formed is incapable of proper disposition 
of resources, either microscopically or macroscopically. 
Only a price mechanism in the broad sense (including 
wages, interest rates, prices, and the like) is capable of 
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forming a unified market function and playing the role of 
market me. 1anism. How to overcome the demands and 
actual contradictions involved in perfecting the labor 
market is the factor which will determine the success or 
failure of price and wage reform. It has already been 
proven in the previous period that such reforms as price 
and wage adjustment, which bring the price function 
into play through administrative methods, are unfeas- 
ible, and that they can never straighten out the relation- 
ship between price and wages. Can reform through 
adjusting wages and decontrolling prices succeed? Price 
decontrol means that the commodity market’s prices are 
formed through the market and also affect the market; 
wage adjustment means that the formation of wages is 
merely an administrative adjustment which is imple- 
mented using market price as a reference. When prices 
rise, wages must rise, and then prices rise further; how- 
ever, when prices fall, wages cannot fall, since, because of 
administrative wage rigidity, the wage mechanism has an 
expansion mechanism but no contraction mechanism. 
As a result, consumption inflation and currency inflation 
inevitably occur at the same time. Therefore, the course 
of the history of reform demands that prices and wages 
be formed simultaneously in the market; only then is it 
possibie to form a favorable market environment and 
break away from the “abnormal cycle”’ of a disordered 
market mechanism function. 


Conclusion: Normalization and effectivization of the 
conditions for China’s market movement depends upon 
resolving certain difficulties in the market’s endogenous 
structure. The most important variables in this include 
the transformation of social economic objectives, the 
development of market economy organizations, the 
strengthening and unification of market regulations, and 
eradication of the “vacuum” caused by the unsynchro- 
nized development of various markets. If the transfor- 
mation of these numerous difficulties in the market's 
underlying structure is abandoned, and hopes are placed 
on free price regulation in the narrow seuise, it will be 
hard to achieve normal movement of the market mech- 
anism and strengthening and perfection of the market. 


III. Several Systematic Countermeasures for Deepening 
Reform 


In confronting the underlying obstacles to reform 
through conversion to a market economy, the question 
of what countermeasur:'s to adopt is directly connected 
to the choice of objectives for, and train of thought 
about, deepening reform. The content of deepening 
reform is varied, and the problems involved are both 
numerous and complicated. However, the basic method 
is to create an economic climate which will allow the 
market mechanism to become a mechanism produced 
internally by economic movement, and change the fluc- 
tuating state in which the market mechanism cannot be 
introduced. 


First systematic countermeasure: Use the market mech- 
anism as the basis for a new train of thought and 
implement a drastic switching of tracks. 
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At present, the intervention of the market mechanism 
has gradually reached the limit allowed by the “fair” 
system under consciousness of equality, and the old 
system has begun to disintegrate the market mechanism. 
Such phenomena as the intensification of administrative 
intervention, the influence of bearing capacity, the seek- 
ing of methods of transition involving the least risk, as 
well as complaints about the “uneven allocation of 
suffering and pleasure,” “whipping the fast ox,” and 
“climbing competition,” produced on the basis of the 
contradictions of the double-track system, only require 
that their respective high-level administrative organiza- 
tions properly adjust their vested interests and reestab- 
lish their respective positions and statuses after changes 
occur in the economic order. 


Therefore, when deepening reform, we should first 
change the bias of social objectives; :amely, switch from 
putting equality first to putting efficiency first. This 
requires using the market mechanism as a basis fo” 
Carrying out an overall conversion of economic move- 
ment to market principles. Only by putting efficiency 
first can there be competition, risk, autonomous selec- 
tion, and equal opportunity, and only then can there be 
room for the market principle to exist, and an environ- 
ment in which it can function. Putting efficiency first 
means that under ordinary conditions, in cases in which 
a contradiction emerges between equality of income and 
economic efficiency, the bias toward equality must yield 
to the bias toward efficiency. In market-oriented deep- 
ening of reform, the market mechanism is implicit, and 
although it is not an ideal mechanism, it is, rather, an 
extremely realistic one, and it is also the mechanism 
which has done the most to improve economic efficiency 
up to now. In order that the market mechanism may be 
internalized in the economic movement, we must first 
abandon the goal of putting equality above all else. 
Under the new system, the state’s economic objectives 
must form a pluralistic system of objectives centered on 
making efficiency the highest priority while giving con- 
sideration to fairness. However, it must be pointed out 
that not only must the efficiency objectives be achieved 
entirely through market movement, the method by 
which income equitability is taken into account, too, 
must differ significantly from past income equalization 
policies. It will no longer artificially fix various economic 
returns at a fixed point; rather, it will properly control 
them within a dynamic area. The upper limit of this area 
will be maintained according to the standardized, pro- 
gressive income tax system; the area’s lower limit will be 
maintained according to the standardized social welfare 
security system; and everything within the area will be 
conducted according to market principles. This change 
in the method of taking income equitability into account 
is essentially ‘he implementation of market-oriented 
reform in the area of income distribution, to which 
people are most sensitive. 


Second systematic countermeasure: Change China’s 
market economy organizations in accordance with the 
requirements of the modern market. 
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In resoiving the current iack of development in China’s 
market organizations, attention should be focused on the 
upgrading of enterprise scale. Specifically: 


First, transformation of the function of government 
Organizations. Replace the present responsible adminis- 
trative organizations with the heads of operational com- 
panies, or eliminate this type of responsible organiza- 
tion, develop industrial organizations to allow 
enterprises to develop toward economies of scale, and 
prevent market organizations from being converted to 
administrative interpersonal organizations. This is 
because giant enterprises are at the same time economic 
entities, and their development requires breaking 
through regional and time limitations. 


Second, develop lateral economic integration and form 
group enterprises and companies. In China, developing 
lateral economic integration (naturally not administra- 
tion-ordered combination) based on the inherent 
requirements of enterprise and economic development is 
an effective form of breaking through the original frag- 
mented system, and it can to a certain extent avoid the 
government’s direct administrative intervention and 
create conditions for enterprises’ development toward 
group orientation. 


Third is innovation of a property right system. We must 
upgrade market organizations, cast off the yoke of clans, 
and form real economies of scale, and mergers (or 
buy-outs) will unavoidably occur in market competition. 
Whether or not this merger process will be smoothly 
implemented will undoubtedly be conditioned by the 
Original property right system. Exactly what type of 
property right system must be adopted in order to be 
able to ensure that mergers or integration between enter- 
prises can be implemented without dividing enterprises 
into “castes” (state or collective, public or private), and 
in order to be able to actually sever administrative ties 
and restrictions between the government and enter- 
prises? We believe that in reorganizing the property right 
structure of China’s state-run enterprises, a more ideal 
choice would be to follow the route of the social share- 
holding system. From the viewpoint of the development 
process of a commodity economy, property rights are 
becoming increasingly vague. but this vagueness is due 
primarily to the fact that property use rights are becom- 
ing increasingly socialized, ownership rights are becom- 
ing increasingly decentralized, and risks are becoming 
increasingly borne by the whole people. The result of this 
vagueness of property rights is the public ownership 
system. One form of this is the state ownership system, 
while another form is the social shareholding system. 
Although the former system has been converted to 
risk-bearing by the whole people, it is by no means 
carried out down to each specific person, due to the 
overall blurring of ownership rights and operational 
rights, and risks are concentrated on the state, while 
enterprises and individuais are actually virtually risk- 
free. Therefore, this cannot become an important form 
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of ownership system under commodity economy condi- 
tions, and it is applicable only to a very small number of 
non-profit departments. The latter system participates in 
Capital goods ownership in the form of shareholding by 
all of society’s workers, and risks are shifted to each 
individual. This is an objective requirement of the 
development of a commodity economy; it is an enter- 
prise Organization system which developed in response 
to the socialization of production, and which tallies both 
with the principle of public ownership and with the 
principle of commodity, and it is a feasible means of 
achieving China’s current deepening of enterprise 
reform. The social shareholding system differs from 
ordinary shareholding systems in that, whether it origi- 
nates from the money paid for siiares or is allotted from 
extra dividends, from the standpoint of risk-bearing, it 
must adequately reflect the role of the whole people; it is 
actually owned by the whole people and directly distrib- 
utes earnings to them. This ownership system has 
changed the situation in which various levels of local 
government held ownership rights on enterprise assets; it 
has achieved degovernmentalization of economic deci- 
sion-making authority over property, and authority over 
enterprise personnel appointments has reverted from 
government organizations to enterprises and enterprise 


groups. 


Third systematic countermeasure: Implement a change 
in the function of price in the broad sense, particularly a 
change in the wage function. Price in the broad sense 
includes commodity prices, capital interest rates, labor 
wages, and the like. Under the traditional system, these 
are tools which revolve around equality objectives and 
are manifested as administrative interference; they pri- 
marily exercise the function of redistribution of national 
revenue, and price level is very arbitrary and rigid. 
Therefore, price function should revolve around effi- 
ciency objectives and use prices determined by the 
dynamic market to regulate the initial distribution and 
redistribution of national revenue. This transformation 
of price function is the central problem of the restruc- 
turing of the commodity economy movement mecha- 
nism, and is an important indication that the market 
mechanism has become an internal mechanism. As the 
price function changes, labor wages and enterprise profit 
will split apart from one another, supplier prices and 
consumer prices of factors will condition one another, a 
market-oriented dynamic connection will be established 
between savings and investment and between consump- 
tion expenditure and price changes, and economic move- 
ment will be put on the track of commodity economy. 
Thus, even higher demands are set forth for our deepen- 
ing of reform; namely, how to reduce the time difference 
between the development of various markets in order to 
form a unified, coordinated price mechanism. 


Specifically, until now, the formulation and implemen- 
tation of an operable plan for opening the labor market 
has had a direct bearing on the possibility of success of 
the linked change of wages and prices. 
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Understanding, Applying Law of Value 

40060220 Beijing JIAGE LILUN YU SHIJIAN [PRICE 
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[Article by Chen Zhaobin 7115 5128 2430: “Creating 
More Material Wealth in the Form of Higher Enterprise 
Profits Will Ease the Strain of Price Increases”’] 


[Text] Price reform is a key link in economic structural 
reform. It is also the most important and most socially 
sensitive. The practical significance of price reform is to 
make prices operate in a way that satisfies the demand of 
the law of value and conforms with its regulatory func- 
tion. Thus to ensure smooth progress in price reform, the 
most basic thing is to interpret the law of value correctly 
and use it to advantage. 


I. To Persevere in Price Reform Is To Adhere to the 
Law of Value 


Many people are very familiar with the law of value in 
economic work. Judging from the practice of price 
reform, however, what people know and how they act are 
not the same thing as far as the law of value is concerned. 
For instance, as soon as prices go up, price decontrol 
comes under a flood of complaints. Mention price con- 
trol and many people think we should go back to the old 
method of rigid control, even price freezes. Thus while 
many people pay lip service to the law of value, they are 
actually professing love for something they fear. Why 
this inconsistency? 


First, to put an end to the past failure to reflect value and 
the old supply-demand relationship, we must “adjust” 
and “decontrol” various commodity prices. Since most 
commodities were priced lower than their value in the 
past, which had led to commodity shortages, price 
adjustment inevitably causes price increases across the 
board. Moreover, within a period of time, the increases 
tend to have a stimulatory effect on one another: when 
one price goes up, others follow suit. The result of price 
increases is social discontent, compounding the sense of 
difficulty and frus‘ration for the departments concerned. 
As a result, many people have gotten skeptical about 
price decontrol. Some want to steer clear of it, others 
want to go back to the old ways. 


Second, a major factor behind price increases is inflation 
resulting from the government’s decision to pump too 
much money into circulation several years in a row, 
which in turn stemmed from the government budget 
deficit. At a time when purchasing power on the market 
exceeds the supply of commodities, any move to decon- 
trol prices and let the law of value regulate prices would 
also intensify the price-increase momentum. This is yet 
another reason why some people want to tighten control 
and slow down price reform. 
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In addition, coming in the wake of a round of substantial 
price increases earlier, the current increases are fast 
approaching the tolerance threshold of the national 
treasury, enterprises, and workers, all of whom have 
come under growing pressure. This also creates doubts 
and worry about the law of value. Thus there is a hope 
that prices would be checked so as not to heighten 
intolerance. 


The above analysis sheds light on the difficulties encoun- 
tered in our effort to apply the law of value and press 
ahead with price reform. How to extricate ourselves 
from such difficulties? Further analysis is necessary. 


Short-term controls and restrictions that run counter to 
the law of value may work for a while in checking the 
current price increases and bridging the gap between 
supply and demand. But what is certain is that this is not 
the way to go. If we do so, prices would remain distorted, 
market mechanisms would not be able to function prop- 
erly, and supply shortages, price increases, and intoler- 
ance would worsen. The law of value cannot be changed 
by man’s subjective will. He who does not recognize it or 
violates it will suffer. 


Our basic hope therefore is still to persevere in reform 
and use the law of value to regulate prices. Only through 
price decontrol and the further application of market 
mechanisms can we promote the development of com- 
modity production and gradually bring supply and 
demand in line with each other. It is none other than the 
law of value that has greatly boosted the production of 
fresh fish, tangerines, bananas, vegetables, and other 
non-staple food in Guangdong. Consequently, the gap 
between supply and demand has narrowed and prices 
have stabilized. 


The question of tolerance is essentially one of raising the 
incomes of government, enterprises, and workers. In 
particular, we need to raise enterprise profitability, 
which is pivotal to ensuring an increase in government 
revenues and workers’ earnings. If most enterprise are 
profitable: or highly profitable, then there is a sure 
guarantee that government revenues and workers’ wages 
will go up, thereby easing inflation. Toward that end, we 
must accelerate enterprise reform and strengthen market 
mechanisms so as to improve enterprise productivity 
steadily, create more material wealth, and increase prof- 
itability. 


We can thus see that the law of value not only is the 
driving force behind price increases but also plays a 
decisive role in promoting production development, 
raising workers’ wages, and easing the strain of price 
increases. 


II. The Law of Value Is the Law of the Development of 
Productive Forces 


When all is said and done, the demand and regulatory 
effects of the law of value are the development of 
productive forces. 
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The continuous development of productive forces and 
the economizing of labor time are a general law of the 
progress of human society. Marx called it the most 
important principle and pointed out that “the economiz- 
ing of time and the planned distribution of labor time 
among different production sectors remain the primary 
economic principle on the basis of common produc- 
tion.” He even put forward a formula: true economies 
(economy) = labor time saved = productive forces.' 


The working of this most important principle is related 
to the conditions of the society in question and its 
relevant laws. When human society has advanced to a 
commodity economy, the law of value, as a basic law of 
such an economy, regulates commodity production and 
commodity supply and demand and hence incorporates 
the demand of the economizing of labor time and the 
rational distribution of total social labor. As a result, the 
law of time economizing or the law of the development 
of productive forces is necessarily integrated with the |:w 
of value, making value its chief expression. The law of 
value propels every producer to improve labor produc- 
tivity and economize in labor consumption continuously 
and guides the rational distribution of total social labor 
based on social needs. To follow the law of value under 
a commodity economy, therefore, is to satisfy the 
demand of the development of productive forces. 


Under socialism, we need to work hard to develop the 
commodity economy, on the one hand, and expedite the 
development of productive forces and the rational dis- 
tribution of total social labor through the law of value, on 
the other. Accordingly, methods and tools that help 
develop productive forces under capitalism and are 
suited to the demand of the law of value should be used 
as reference and adopted. Moreover, since the commod- 
ity economy has attained a high level of development in 
capitalist societies, with a sound and modern market 
system and highly efficient market mechanisms, we 
should learn from it and use it for reference as well. It is 
Clearly absurd to dismiss as capitalism regulatory func- 
tions that comply with the law of value and make use of 
market mechanisms. 


The new economic system that we are building through 
economic reform is precisely designed to ensure the 
proper operation of market mechanisms, to speed up the 
development of social productive forces, and to create 
more material wealth through the operation of the law of 
value. Thus decontrolling prices and pushing ahead with 
price reform is an inherent demand of economic reform. 
We can neither avoid it nor beat a retreat. 


III. The Spontaneous Effects of the Law of Value and 
State Intervention 


This point of view has prevailed in society for a long 
time: Spontaneous effects are blind effects. They are 
capitalism. The market economy signifies the spontane- 
ity of market mechanisms; it is laissez-faire through and 
through. Thus a market economy is the hallmark of 
capitalism. 
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To clarify some boundaries, we need to do some analysis 
as follows: 


1. Spontaneous effects are effects coming from an inter- 
nal demand, without external control. Any law works 
spontaneously to open up a way for itself to satisfy its 
special demands coercively. Spontaneous effects are not 
blind effects. The law of value, for instance, requires that 
commedity value be determined and that there be 
exchange of equal values between commodities based on 
average socially necessary labor time. It works like an 
invisible hand prodding every enterprise to lower con- 
sumption and increase productivity. In Marx’s words, it 
urges every enterprise to “advance, advance” every 
minute, every second. It works spontaneously and does 
not depend on any external force. Yet it is more powerful 
than commands. Thus we cannot equate the spontaneity 
of the law of value with blind forces and oppose or 
restrict it accordingly, not to mention branding it as 
capitalism. The heart of market mechanisms is to bring 
out the spontaneous regulatory effects of the law of 
value. To reject the spontaneous effects of the law of 
value is in effect to reject the law of value. Market 
mechanisms cannot function under those circumstances. 


The spontaneous effects of the law of value should 
include the punishment we suffer when we ignore its 
demand. For instance, when prices are controlled overly 
rigidly, or when commodities are underpriced, produc- 
ers become unwilling to produce and production suffers. 
In the end, we are forced to decontrol prices and satisfy 
the demand of value. When the quality-based price 
differential between two commodities is too small, more 
poor-quality goods and less high-quality goods will be 
produced, leading to shortages. This kind of spontaneous 
effect is not blind either but reflects problems in work. 


2. Spontaneous and conscious effects should not be 
made mutually exclusive. Nor should they be regarded as 
the hallmark of capitalism and socialism respectively. 
Through its spontaneous effects, the law of value regu- 
lates production and circulation extensively and is 
described as “a self-regulator” by Western economists. 
This self-regulator is necessary in most circumstances 
under a commodity economy. It is not replaceable by 
any artificial control or management tool. 


But the law of value does not mean total laissez-faire. In 
the course of self-regulation, there is also room for 
conscious utilization. “Conscious utilization” does not 
imply putting man’s subjective will above an objective 
flaw. It means adapting to the demand of the law of value 
consciously and eliminating any interference that may 
occur in the application of the law of value and moderate 
and remove the resulting chaos and repercussions in 
order to ensure that the law can accomplish its effects 
even more smoothly. 


Possible interference that may occur in the application of 
the law of value includes: 1) Factors that intensify 
conflicts artificially, eg., hiking prices or charging fees 
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wilfully in the course of price reform and price decontrol, 
panic purchasing and hoarding. 2) Certain inappropri- 
ate policies and nieasures. Both overpricing and under- 
pricing distort price signals and lead to blind production 
or disrupt production. They should be corrected con- 
sciously and promptly. 3) Objective factors. Natural 
disasters and seasonal changes, for instance, also result 
in price fluctuations. We should adapt to changing 
circumstances and take measures to ease the resulting 
shortages. 4) Measures taken to achieve a specific pur- 
pose. Raising the price of a commodity to boost produc- 
tion or lowering it to hold down production may lead to 
rather sharp price movements. 5) Different pricing mea- 
sures to apply the lw of value by taking advantage of the 
disparate characteristics of different products. For exam- 
ple, since products differ in their supply-demand price 
elasticity, we should adjust and decontrol their prices in 
different ways so that the law of value can work even 
better in developing productive forces and stabilizing the 
market. 4) and 5) are essentially examples of planned 
guidance and intervention, not arbitrary interference. 
Mishandled, however, they would lead to confusion and 
interference all the same. 


The preceding paragraphs make it clear that conscious 
utilization is based on spontaneous effects and ensures 
the achievement of the law of value through intensified 
guidance, intervention, and management. Not only are 
the two not mutually exclusive, but they are closely 
united. 


3. We also need to further clarify the relationship 
between the conscious utilization of the law of value and 
State guidance over and intervention with the law of 
value. If we interpret the relationship between man’s 
subjective behavior and objective laws as consciously 
meeting the demands of the laws and ensuring their 
successful operation, then conscious utilization and 
guidance and intervention should belong together, that 
is, it is also the purpose of intervention to meet the 
demand of the law and act as a guarantee. Thus guid- 
ance, intervention, utilization, control, and management 
are all planning mechanisms that help bring out the 
regulatory effects of the law of value. The two are an 
Organically related entity so closely interwoven that they 
are virtually inseparable. To put it differently, our kind 
of commodity econo.ny is not laissez-faire and non- 
intervention in market mechanisms. On the contrary, it 
is inseparable from intervention. This relationship will 
obtain even in a market economy. The only difference is 
that in such an economy, there will be more emphasis on 
market mechanisms. 


IV. We Should Set Rules for State Guidance and 
Intervention 


To make use of the law of value properly, it is imperative 
that we lay down clear rules for state guidance and 
intervention. We focus on the following here: 1!) Inter- 
vention in the functioning of market mechanisms should 
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not be excessive. We should rely mainly on self-regula- 
tion, resorting to intervention only when necessary. This 
is the only way to make intervention meet objective 
needs effectively. 2) Old methods such as “monopolies” 
and “control” should not be revived. (Occasions may 
arise when centralized management is needed, but even 
then it should be differentiated from the kind of control 
under the old system.) Essentially we should make the 
most of the circumstances and, using mainly economic 
tools (eg., interest rates, taxes, and exchange rate), elim- 
inate all kinds of obstruction that hamper the operation 
of market mechanisms. 3) Strengthen legal) control and 
replace the “rule of man” with the “rule of law.”” Where 
stricter control is justified (banking, taxation, the man- 
agement of monopolistic enterprises), we should draw up 
detailed management rules and regulations based on the 
demand of the functioning of market mechanisms. Laws 
and regulations, eg., an “anti-monopoly law” and “anti- 
profiteering law,” should also be formulated to handle 
conduct like indiscriminate price hikes, panic buying, 
and profiteering. That way we can clearly delineate the 
boundaries of state guidance and intervention, with the 
result that market mechanisms can function smoothly, 
on the one hand, and arbitrary interference in the course 
of adjustment caused by unclear boundaries can be 
avoided, on the other. 


State guidance and intervention should be appropriate. By 
“appropriate,” I mean that such guidance and interven- 
tion must benefit, not hamper, economic revitalization 
and the development of productive forces. For example, 
in controlling the extent to which prices can go up or 
down, we must base ourselves on objective criteria and 
make sure there are material guarantees. Setting prices 
too low at a time when there are not enough material 
guarantees is bound to fail and may even disrupt pro- 
duction and supplies. This is an example of inappropri- 
ateness and violates the law of value. 


Delineate the scope of intervention. State guidance and 
intervention should concentrate on the following: 1) 
Macroeconomic policy-making and regulation and con- 
trol, including the printing and issue of currency, interest 
rates, taxes, exchange rates, and other policies that 
influence the market directly; balancing aggregate supply 
with aggregate demand; and controlling accumulation 
and consumption funds; 2) The state should control the 
handful of monopolistic commodities and services, 
including railroads, postal services, and public transport. 
At the same time, it should take pains to set prices and 
fees in accordance with the law of value in the interest of 
balanced development; 3) The state should intervene to 
eliminate disruptions that may occur in the process of 
market regulation such as jacking up prices and charging 
fees arbitrarily and covertly so that regulation can take 
place smoothly. 


V. Conditions I the Operation of Market 
Rogatery Mechasions 


Apart from a minority of commodities whose prices are 
set by the state, most commodity prices will be deter- 
mined by market mechanisms. This is the basic goal of 
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price reform, the core of the new commodity economy, 
and a fundamental prerequisiie for opening up China to 
the outside world. But the transition to the commodity 
economy must be accompanied by a series of other 
coordinated changes as well which are tremendously 
significant for the working of the price mechanism. In 
the course of price reform, we must take care to cultivate 
these conditions: 


1. The money supply must be kept at an appropriate size. 
Pumping too much or too little money into circulation 
will cause prices to increase or decrease abnormally; 
destabilizing or disrupting production, circulation, con- 
sumption, and other areas of the economy; and directly 
damaging the operation of the commodity economy. 
Accordingly, we must put the following major regulatory 
tools to good use: (1) raising or lowering interest rates 
and discount rates. (Our main concern at present is to 
decontrol interest rates.) (2) Controlling the purchasing 
power of social institutions. (3) taxes. All three have a 
major impact on the money supply. To utilize these tools 
effectively, we need to reform the present system in a 
coordinated way. 


2. Policies and measures taken by the various sectors and 
localities must be consistent with price reform. The 
extent and methods of intervention by any one sector or 
locality in the operations of the commodity economy is 
bound to have a major effect on the progress of price 
reform. A regional blockade, a sectoral monopoly, a 
price freeze, or thoughtless price increases or decreases 
all violate the law of value and will inevitably prevent the 
market mechanisms from working properly and compli- 
cate the creation of a commodity economy. 


3. Establish a complete market system. A perfect market 
system is not yet attainable in the initial stage of social- 
ism. Yet such a market is indispensable to the operation 
of a commodity economy. The transmission of market 
information, the establishment of competitive relations, 
and the fund market, foreign exchange market, labor 
market, and capital goods markets needed in the infor- 
mation feedback process must all play their special roles. 
Without a complete market system, market mechanisms 
will become rusty and cannot perform their regulatory 
function. Right now some commodity prices are abnor- 
mal and price information is not transmitted quickly, 
precisely the consequences of an incomplete market 
system (including the fact that the markets for capital 
goods themselves are incomplete. For example, there is 
no futures market for commodity exchange.) Thus a 
major effort must be made to expedite the perfection of 
the market system. Only through operation and by 
providing services can the market system be perfected 
and modernized continuously. 


4. A price control policy that differentiates between 
different commodities. 
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(1) A policy that takes into account the disparate impact 
of different prices on the national economy and people’s 
livelihood. We should take extra care to minimize the 
repercussions of decontrolling the prices of grain, vege- 
tables, meat and work harder to ensure supplies. 


(2) A separate management and control policy should be 
adopted for commodities that are highly seasonal. We 
should not try to eliminate seasonal supply-demand 
variations and the subsequent price fluctuations. 
Instead, we should take the necessary regulatory mea- 
sures (e.g., a “regulatory fund” and the regulation of 
materials) to moderate the large price movements that 
may ensure. 


(3) Price decontrol should differentiate between com- 
modities which vary in supply-demand price elasticity 
and arouse different responses in producers and consum- 
ers. In the case of raw material or a commodity for which 
limited resources exist, for example, we cannot expect a 
high price to stimulate production. Otherwise, the price 
would remain high even as shortages continue. Or the 
resources in question may be damaged (as in the case of 
Chinese herbal medicines). In that situation, therefore, 
we should act to control overly high prices. The supply- 
demand prices of Guangdong pond fish and fruit are 
fairly elastic. In these cases, production, supply, and 
consumption respond well to price decontrol and market 
regulation. Here we should stick to price decontrol and 
absolutely must not retreat because of short-term price 
increases. On the other hand, we should be more ready to 
impose controls on the prices of commodities which are 
less elastic even after decontrol. 


(4) Adopt different transitional measures for different 
commodities. In the transition from the old system to a 
commodity economy, we should not demand that all 
commodity prices be decontrolled overnight. Not only 
that, but we must take pains to adopt different transi- 
tional measures depending on the commodity. Capital 
goods, for instance, were not traditionally regarded as 
commodities. Thus they were allocated through plan- 
ning. The current “double track” system is just such a 
transitional measure that we must adopt. But transi- 
tional measures must not be allowed to become long- 
term, so we must work hard to create conditions for 
market regulation. Transitional measures are alsu 
needed for thoss commodities which are suitable candi- 
dates for price decontrol. Guangdong’s pond fish is an 
example. When price control was first lifted, the govern- 
ment still kept a certain number of list prices. The next 
step was decontrolling market prices. Finally, prices were 
completely decontrolled. This kind of “soft landing” 
reduces resistance and stays within the public’s tolerance 
threshold. 


(5) Institute different guarantees for different commod- 
ities. Systematic guarantees at both the production and 
supply ends are needed if price decontrol is to have the 
desired regulatory effects without disrupting the market 
too much. In the case of pork, for example, we should 
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make sure there is a good supply of pig feed and establish 
production bases. In the case of vegetables, we must 
ensure that enough acres are devoted 1o growing vegeta- 
bles and that there are adequate supplies of chemical 
fertilizers, pesticides, and necessary subsidies. If we 
overlook this aspect ever so slightly, the result may be 
substantial price movements as part of the spontaneous 
effects of the operation of the law of value. 


5. Coordinated economic structural reforms. In particu- 
lar, we should intensify enterprise reform and establish a 
sound relationship among wages, prices, and profits. To 
bring about a commodity economy is a piece of systems 
engineering. Price reform is one of its key components, 
but it cannot forge ahead alone. The success or failure of 
price reform is closely linked to the progress in economic 
Structural reform as a whole. 


At the core of economic structural reform is enterprise 
revitalization. Consequently, reforming the enterprise 
Ownership system, giving enterprises more decision- 
making authority, and strengthening their budget 
restraints are all related to price reform. If enterprises 
lack decision-making authority and cannot assume 
responsibility for their own profits and losses, then price 
signals would mean little to them. Nor will they be able 
to respond to them normally and sensitively. In these 
conditions, we cannot even begin to talk about market 
mechanisms. Thus we must not think that price reform 
can stay ahead of and in isolation from enterprise 
reform. On the contrary, their relationship is one of 
mutual interaction, restraint, and promotion. 


The question of tolerance in price reform is essentially 
one of economic revitalization, primarily enterprise revi- 
talization. In pressing ahead with price reform, we 
inevitably tend to push prices upward. A natural demand 
in that situation is that wages be pegged to prices. This is 
because wages themselves represent the power to pur- 
chase all kinds of commodities. These days, however, 
people only notice the relationship between wages and 
prices, ignoring something even more important: the 
relationship between wages and enterprise profits. Only 
rising profits would enable enterprises to offer higher 
wages to their workers and pay more taxes to the 
government, which, in turn, would mean higher pay for 
administrative, cultural, and educational personnel. 
When enterprises are unprofitable, they cannot afford 
higher wages for their workers and pay less taxes to the 
government. With shrinking revenues, the government 
in turn cannot increase the pay of ins workers without 
resorting to printing money to make good the budget 
deficit. The result is inflation and worsening price 
increases—a vicious circle. Thus any talk about pegging 
wages to price increases while ignoring the relationship 
between wages and profits cannot really solve the prob- 
lem of intolerance. 


The key to solving intolerance therefore is still more 
reform: revitalizing enterprises and improving their 
margin of profit. This is the only way to transform the 
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vicious circle into a positive circle involving prof : 
wages, and prices. The more profitable the enterprise... 
the higher the wages and welfare for workers, govern- 
ment personnel, and teachers, and the greater the toler- 
ance for price increases, which would only expedite price 
reform. Price reform, in turn, would help enterprise 
revitalization and production development, which will 
contribute to price stabilization. The goal of our endeav- 
ors is to create this kind of positive circle. 


In China, wage levels tend to lag in areas where the 
commodity economy is underdeveloped. In areas where 
the commodity economy is more advanced, eg., Guang- 
dong, wage levels are higher and there is greater public 
tolerance for price increases. Why? Looking further 
afield, why are enterprises in Hong Kong and Macao, 
where the commodity economy is highly developed, and 
in developed nations able to pay their workers much 
higher wages? Why can those governments afford to pay 
their civil servants much better salaries? Not because 
these enterprises are particularly generous, but because 
they are much more profitable. The difference is that 
with a more developed commodity economy and con- 
comitant market mechanisms, these enterprises are able 
to chalk up a much higher rate of profitability. Thus the 
question of increasing tolerance basically boils down to 
one of speeding up the development of a commodity 
economy and creating all kinds of necessary conditions 
for the operation of such an economy. Ours is a planned 
socialist commodity econumy. By avoiding the haphaz- 
ardness and disruptions of the functioning of market 
mechanisms, we are capable of making use of such 
mechanisms more effectively to simulate production. 
Hence it is possible to find a new solution to the 
intolerance problem. To sum up, only by intensifying 
reform and expediting the development of productive 
forces can we surmount the difficulties ahead. 


Footnote 
1. Outlines of a Critique of Political Economy, Vol 3, p 364 


FINANCE, BANKING 


Communications Bank Expands Overseas 
Business 

OW2401233489 Beijiztg XINHUA in English 
1454 GMT 24 Jan 89 


[Text] Shanghai, January 24 (XINHUA)—The Bank of 
Communications, China’s first share-holding banking 
Organ:zation, has entered the international monetary 
market, chairman of the board of directors and general 
manager Li Xiangrui said here today. 


Li noted that the bank issued bonds worth 200 million 
H.K. dollars and 100 million U.S. dollars on the inter- 
national monetary market last year. 


It has decided to issue 100 million U.S. dollars-worth of 
bonds this year. 


y 
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Moreover, the ban!. has already established agency and 
account relations with !77 banks overseas. 


According to the general manager, the bank issued loans 
totalling 9.78 billion yuan last year—6.2 billion yuan 
more than in the previous year, to aid the country’s 
construction. 


Its total deposits by the end of last year reached 9.7 
billion yuan. Included were savings deposits totalling 
238 million yuan, some 10 times more than in the 
previous year. 


Elimination of Inflation, Deficit 
40060223b Beijing JINGJIXUE ZHOUBAO 
in Chinese 18 Dec 88 p 3 


[Article by He Zhenyi 0149 2182 0001: “Control of 
Currency Inflation Must Not Overlook the Need To 
Eliminate the National Financial Deficit—Thoughts on 
Overcoming the Financial Difficulties”’] 


[Text] Since the start of the economic reform, the problem 
of the financial deficit has at several times been a topic of 
lively debate, but is being somewhat neglected at the 
present time when attention is more directed toward 
controlling currency inflation. But considering the present 
realities and the current system, the financial deficit is 
actually a major cause of currency inflation. If control of 
currency inflation is attempted without paying attention to 
the financial deficit, prospects for any proer>ss in the 
control of currency inflation will be dim in ‘ee: . 


I. Reasons for Perennial Deficits 


In my opinion the fundamental reason for the financial 
deficit is the problematic organizational system, namely 
the incongruities between responsibility, power, and 
interests in financial reform, and also the stagnation in 
reforming financial functions. 


There is, first of all, the contradiction of having done 
away with the centralized collection of all receipts by the 
state, while still retaining the system of centralized 
allocations by the state. The largest portion of state 
revenue is derived from state enterprises. For the last 10 
years, the reform to revitalize enterprise continuously 
delegated power and interest. According to the principle 
of the unity of responsibility, power, and interest, it 
would have been necessary to equally delegate financial 
responsibility at the same time that power and interest 
were delegated to the enterprises. This alone would have 
ensured unity of responsibility, power, and interest in 
public finances and in the financial affairs of the enter- 
prises. Because functions of public finance were not 
changed, public finance still had to bear responsibilities 
on behalf of the enterprises for providing capital funds 
for various purposes at a time when power and interest 
had already been delegated to the enterprises, also to 
bear responsibility on behalf of the enterprises to make 
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good losses by subsidies, to provide capital for renova- 
tions and transformations, to allow repayment of loans 
before taxes, etc. This not only destroyed the unity of 
responsibility, power, and interest in the financial affairs 
of the enterprises, but also unity of responsibility, power, 
and interest in public finance. From the start of the 
reform until now, as a result of delegating power and 
interest to the enterprises, the enterprises have capital of 
almost 100 billion yuan per annum at their free disposal, 
while public finance has not only divested itself of 
almost 100 billion yuan of revenue, but also assumed 
responsibility to provide the enterprises with billions 
and billions of capital. This situation not only makes it 
impossible to eliminate the corrupt practice of having 
the enterprises “eat from the big pot” of public finance, 
but also drives public finance onto the road of imbalance 
between revenues and expenditures. 


Secondly, it destroyed the balance between the structure 
of the financia! resource distribution and financial 
needs. Smooth economic and social progress is only 
possible if the proportions of national income distrib- 
uted between state, enterprises, and individuals during a 
certain period can accommodate the minimum require- 
ments of the various sectors. Due to the stagnation in the 
reform of public finances, which has allowed delegation 
of power and interest to emerge as the single conspicuous 
items, enterprises and individuals had their portion of 
the national income continuously increase, while the 
portion accruing to public finance has declined in large 
measure. By now, the proportion of the national income 
going to public finance has gone down from 37 percent 
before the reform to 25 percent, but the capital require- 
ments of public finance to fulfill its functions not only 
cannot be cut back correspondingly, but on the contrary 
are gradually expanding due to the expanding portions of 
the enterprises and individuals. A deficit in public 
finances is therefore also unavoidable. 


The above analysis shows that the root of the financial 
deficit is not to be found in the management of revenue 
and expenditure by public finance, but in the organiza- 
tional system. Giving attention merely to revenue and 
expenditure cannot basically resolve the difficulty; the 
way Out is the pursuit of reform in greater depth. 


II. Price Reform Provides a Good Opportunity To 
Overcome Financial Difficulties 


As it may indeed increase the burden on public finance, 
price reform appears to be detrimental to any elimina- 
tion of the financial deficit, but actually we should regard 
a more thorough pursuit of the price reform and regula- 
tion of the economic environment as providing condi- 
tion and opportunity for elimination of the financial 
deficit. Regulating the environment and a more progres- 
sive price reform provide possibilities for saving finan- 
cial expenditure and increasing financial revenue, and 
create opportunity for an adjustment of the financial 
distribution policy and for overcoming the incongruity 
of public finance and price reform. Because price reform 
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is bound to bring about a change in the interest relations 
of various sectors, these changes will directly or indi- 
rectly become reflected in the financial distribution 
relations. Public finance will unavoidably have to insti- 
tute corresponding adjustments and will have to grasp 
this opportunity to resolutely change financial functions, 
adjust its distribution policy, and thus open a way out of 
its difficulties by eliminating the deficit. 


III. Measures To Change Functions and Eliminate the 
Deficit 


A. Instituting a reform of separating public finance 
functions from ownership functions, transferring owner- 
ship functions to the administration in charge of state- 
owned property, while at the same time restructuring the 
state budget and separating the public finance budget 
from the budget for business operations of state-owned 
investment capital. 


B. Adjusting the distribution policy, reforming the tax 
system, separating the flow of tax revenue from the 
profit flow, so that an adequate amount of tax revenue 
can ensure balancing the public finance budget. 


As the enterprises will be ensured of the necessary 
capability to undertake self-reforms, the administration 
in charge of state-owned property shall institute distri- 
bution of profits after taxes of the enterprises in accor- 
dance with macroeconomic needs of adjustment and 
control and the demands of its industrial policy, thus 
changing the situation of the past of protecting vested 
interests and of exercising an arbitrary uniformity in 
allowing profit retention, and shall employ a policy of 
gradient distribution of profits after taxes. 


C. Instituting a more thorough reform of the financial 
system of enterprises, initiating the separation of state 
financial functions from enterprise financial functions, 
transferring to the enterprises the various financial 
responsibilities and powers which independent com- 
modity producers and traders must have and of necessity 
exercise, so that public finance need no more bear 
financial responsibility on behalf of enterprises, that the 
enterprises are truly moved onto a track of financial 
self-management and taking responsibility for their own 
profits and losses. 


Discussion of Country’s Financial Problems, 
Solutions 

40060223a Beijing JINGJIXUE ZHOUBAO 

in Chinese 18 Dec 88 p 3 


[Article by Liu Chengxiang 0491 2052 3276: “China’s 
Financial Dilemma amd the Way Out’’] 


[Text] The difficulty of China’s present situation is that 
there is on the one hand loud clamor for more financial 
support for economic and social development, and on the 
Other hand a constantly diminishing capability of the 


ECONOMIC 


centralized financial resources of the state. The contradic- 
tion between growing demand for and inadequate supply 
of capital is becoming increasingly serious. Public finances 
are in a dilemma, and an effective solution of the financial 
problem has become a major factor that cannot possibly be 
ignored in our efforts to ensure stability and the well 
coordinated development of the national economy, as well 
as for smooth progress in our reform. 


The Signs of Financial Difficulties 


Indebtedness is increasing year after year and may end up 
in a disastrous debt crisis. In recent years, the state’s 
financial indebtedness to foreign countries has increased 
year after year. In 1987, the 10 billion yuan mark was 
breached with an indebtedness of 10.3 billion yuan. In 
1982, the amount of treasury bonds issued was 4.4 billion 
yuan, and rose to 6.1 billion yuan in 1985. For 1988, it is 
planned to issue another 9 billion yuan, which makes for 
one step up every 3 years. Between 1979 and 1987, the 
intake from financial obligations was 78.6 billion yuan. 
Deducting 38.8 billion yuan of already repaid capital and 
interests, the accumulated indebtedness for the 9 years was 
39.8 billion yuan, and if we add the net foreign and 
domestic indebtedness of 13 billion yuan provided for in 
this year’s budget, the accumulated indebtedness to the 
end of 1988 will reach 52.8 billion yuan. After 1990, when 
repayments of debts will culminate, by taking up new debts 
to repay old debts, more and more debts will accumulate, 
and if not properly dealt with, the situation can end up in 
a disastrous debt crisis. 


Year by year increasing subsidies have become a heavy 
burden on the treasury. In 1978, subsidies by the treasury 
amounted to 16 billion yuan. By 1987, subsidies by the 
treasury had reached 73.3 billion yuan, which is a 4.6 times 
increase in 9 years. In this amount, commodity price 
subsidies rose from 7.9 billion yuan in 1978 to 29.4 billion 
yuan in 1987. Tax exemptions or reductions amounted to 
only 600 million yuan in 1978, but rose to 6.4 billion yuan 
by 1987. Subsidies for losses incurred by unprofitable 
enterprises amounted to 37.5 billion yuan in 1987, a net 
increase of 30 billion yuan compared to 1978. It is 
expected that the amount of financial subsidies in 1988 
will reach somewhere around 80 billion yuan. The rapid 
and huge increases in financial subsidies are on the one 
hand sharply reducing a part of the state’s revenue, and on 
the other hand expanding the whole plate of financial 
expenditures, becoming a heavy burden which the treasury 
cannot escape in any possible way. 


Continuous deficits over the years affect stability and 
well coordinated growth of the national economy. From 
1979 to 1987, despite foreign loans and treasury bond 
issues, state expenditure still exceeded all funds taken in 
by the state. Apart from 1985, when there was a surplus 
due to special circumstances, deficits were incurred in all 
the other years. In recent years, the trend was one of 
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increasing deficits, to which must be added this year’s 
budget deficit of 8 billion yuan, so that at the end of the 
10 years from 1979 to 1988, the deficit will reach 65.2 
billion yuan. Remedy for this huge deficit will rely 
mainly on bank overdrafts, forcing the banks to increase 
currency supply, and as a result of this multiplication of 
currency, with total social demand by far exceeding total 
social supply, market retail prices will continuously rise, 
which in turn will have an extremely detrimental effect 
on future efforts to reform the economic structure. 


In this dilemma, the state’s financial administration 
cannot possibly exercise its role of macroeconomic reg- 
ulator, and is incapable of eliminating all elements of 
instability in the national economy. 


The Way To Overcome Financial Difficuities 


At the present juncture, when the reform of the eco- 
nomic system has reached a critical stage, public finance 
must seek its way out of the dilemma by the following 
measures: 


A. A clear definition of the spheres of authority in 
financial matters, increases in state revenue to match 
increases in the national economy. To have spheres of 
authority in financial matters rationally apportioned 
depends on establishing an identity of microeconomic 
revitalization with macroeconomic adjustments and 
controls, as manifested in the use of capital funds. They 
are to be used as a means of administrative management 
and the development of various undertakings as well as 
for investments in basic fixed assets. From 1979 to 1987, 
state revenue increased at an average rate of 9.7 percent, 
which is lower than the 13.6 percent average growth rate 
of the national economy, and state revenue accounted 
for 26.9 percent of the national income. This shows, 
objectively, a decline in the capability of state finance for 
macroeconomic regulation. If state revenue would 
increase at the same rate as national income, state 
revenue would account for around 29 percent of the 
national income, the present proportion would be raised 
by 5 percentage points, and that would change the 
present situation, where state finance is incapable of 
macroeconomic adjustments and controls. 


B. Perfecting the accounting system of the national 
economy, improving control and guidance of extra- 
budgetary capital funds. The departments in charge of 
public finance must become departments that regulate 
and control the capital funds of the entire society. They 
must, therefore, actively cooperate with the statistical 
departments in establishing a sound accounting system 
for the national economy, compile tables on the flow of 
capital funds throughout the entire society, clarify the 
exact amount of social capital, its distribution, and the 
way it moves, and then methodically employ economic 
levers to guide all the various types of capital funds to be 
rationally applied where they will benefit economic and 
social development. The problem that still exists is that 
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extrabudgetary funds are not fully under statistical con- 
trol; there are no accurate figures on independently 
received and expended capital funds under the control of 
urban and rural collectives, and the forms currently used 
to report financial matters are unsatisfactory as they will 
not meet the requirement for an accounting system for 
the entire national economy. To establish effective coor- 
dination in statistical matters, it is therefore extremely 
necessary to establish statistics for China’s public 
finances. Only by gaining absolute clarity about the 
condition of capital funds throughout the entire society, 
will we have substantial targets for guidance and control 
of extrabudgetary capital funds, and will it be possible to 
achieve good results in this respect. 


C. Building up confidence in public finances, better 
returns from the use of capital funds. Since the start of 
the reform, the issue of treasury bonds and key construc- 
tion bonds by the Ministry of Finance was of a certain 
effectiveness in directing extra-budgetary capital funds 
toward useful purposes and in enhancing the state’s 
financial strength. The change from a system of state 
allocations to a system of loans for capital construction 
expenditures has also played a role in improving returns 
from investments. As the reform and the development of 
the planned commodity economy are being pursued in 
greater depth, confidence in state finance will grow 
correspondingly. 


At present, business organizations of various types are 
being initiated and these new business organizations are 
working on the principle of “whatever money is needed 
will be demanded from higher authority, and whatever 
expenses will be incurred will be taken care of by the 
state.” But in their external business dealings, they 
provide their services against remuneration, while they 
use in their business operations state funds supplied free 
of charge. Very large portions of their income then 
becomes extra-budgetary funds of the units in question. 
In basic salaries and wages, they follow the administra- 
tive system, and in bonuses they emulate the enterprises, 
but in all other respects their business expenses have 
become a heavy burden on public finances. It may 
therefore be considered to have turnover and use of 
business expenses gradually provided against remunera- 
tion, and to be repaid in due time. This would improve 
the use rate of capital funds and would also be beneficial 
for achieving a balance between fiscal receipts and 
expenditures. 


D. Pursuing a more thorough enterprise reform, using 
the lever of taxation in an animated and flexible manner. 
Enterprises are the fundamental organizations that cre- 
ate national income; they are the sources from which the 
state is obtaining increasing revenue. During the period 
of pursuing enterprise reform in greater depth, we must 
energetically assist the enterprises in improving manage- 
ment, in perfecting their internal business accounting 
systems, must guide enterprises in the rational use all the 
various special funds, in their intensified technological 
transformations, and must ensure enterprise logistics. At 
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the same time, we must use taxation in an animated and 
flexible manner as a means of adjusting distribution as 
between state, enterprises, and citizens. According to the 
new economic situation, and the new conditions for 
business operations, also in coordination with the 
macroeconomic management, we must readjust the var- 
ious taxes and tariff rates, and perfect the mechanism for 
the distribution of economic returns as between the 
various social and economic strata. 


Causes of ‘Financial Crisis’ 
40060223c Beijing JINGJIXUE ZHOUBAO 
in Chinese 18 Dec 88 p 3 


[Article by Xu Zhichao 6079 1807 6389: “Causes of the 
Financial Crisis”) 


[Text] To say that China has slid into a financial crisis 
sounds like a deliberate exaggeration to attract attention, 
but as it presents itself today, the financial situation is 
indeed extremely grim; it manifests itself mainly in the 
following phenomena: |. At the same time as the national 
economy grows at a very rapid pace, state revenue shows 
low or negative growth; 2. As the deficit of state finances is 
increasing year by year, the state is compelled to continu- 
ously cut down on investment expenditure, which is con- 
stantly weakening the capability of the state’s financial 
administration to regulate and control the economy, and 
which transforms the position of the state’s financial 
administration more and more into one of passivity; 3. 
The contradictions between central and local authorities, 
and between the various local authorities themselves, are 


growing increasingly sharper. 


Faced with the various macroeconomic difficulties and 
problems, the regulatory power of China’s state finance 
is continuously weakening. This can be blamed on a 
variety of things. As far as the financial administration is 
concerned, the direct cause is the financial distribution 
system itself. 


1. The current financial system is characterized by two 
fundamental factors: First, most regions in their rela- 
tions to the central government’s financial administra- 
tion are on a contract distribution system with fixed 
absolute figures. Increases in revenue are for the greater 
part retained by the regions; the amounts that the central 
authorities receive from the regions are basically 
expressed in constant figures. In this way, the proportion 
which the central finance authorities receive out of newly 
increased incomes is getting smaller and smaller. At a 
time of currency inflation, when most practice ‘‘contrac- 
tually assumed progressive increases,” the rate of pro- 
gressive increases is lower than the commodity price 
index. As a consequence, whatever they turn over to the 
central authorities are by name “contractually assumed 
progressive increases,” but in reality amount to a rela- 
tionship of progressively decreasing remittances. Sec- 
ond, the proportions of distribution differ between dif- 
ferent regions, particularly the distribution of newly 
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increased income. Backward regions are mostly subsidy 
areas, and therefore may retain 100 percent of their 
revenue. The retention ratio for well developed regions is 
generally comparatively low. This has a double effect on 
the central government finances: One effect is that due to 
the changes in the price structure this year, prices of 
inputs have risen faster than prices for finished products. 
This has led to financial income shifting from developed 
to the backward regions. In the overall view, growth of 
financial income is faster in backward regions than in 
developed regions. The other effect is that in most 
regions that turn over income to the state, the proportion 
of retained funds is very low, the proportion from 
increased income is very low, and the share in reduced 
income is also very low. A method of “‘concealing wealth 
in the enterprises” is, therefore, generally practiced, and 
this has a considerable adverse effect on the revenue of 
the central government. 


All these special characteristics of the financial system 
aggravate the financial contradictions between central 
authorities and local authorities, and between the local 
authorities themselves. The difference in the financial 
sharing of the different regions signifies a difference in 
the tax burden in the different regions. In this way, 
financial investments by higher authorities favor those 
among regions of equal rank that have a very high 
financial share. On the one hand, this creates inequality 
of developmental opportunities for different regions, 
and on the other hand may adversely affect the rational 
disposition of investment capital resources. Because a 
large volume of reform measures can have the effect of 
reducing financial revenue, and reduced financial reve- 
nue again is to be borne according to the current finan- 
cial system, the reform measures result in an inequality 
of benefits and disadvantages in local financial revenue, 
and make it impossible to implement uniform reform 
policies equally in all regions. 


2. The current system of profit distribution as between 
the state and the enterprises is of great consequence for 
the low growth rate of fiscal revenue and equally for the 
financial deficit. Enterprises under the contractual busi- 
ness management responsibility system have, first, rig- 
idly contracted base figures and progressive increases of 
profits to be turned over to higher authorities, and, 
second, enterprise profit tax burdens which are com- 
puted on this basis, and there are great differences 
between the different enterprises. The greatest difficul- 
ties with this type of profit distribution system are: First, 
fluctuations of supply and demand in the market and of 
the economy, which objectively occur, are in sharp 
contradiction to the methods of rigidly fixed base figures 
and progressive increase scales for profits to be turned 
over to higher authority. When the economic outlook is 
good, the financial authorities cannot take in more 
revenue. When the profit rate declines because of 
bonuses, allowances, and various wages, salaries, and 
welfare entitlements of staff and workers, the income 
growth rate remains rigidly fixed, and the financial 
authorities will of course be pressured to reduce taxes 
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and yield profits to help the enterprises overcome their 
difficulties. Second, the financial authorities cannot ben- 
efit from the fact that some enterprises are able to 
achieve increased profits by raising prices, because the 
base figures for turning over profits to higher authority 
had been rigidly fixed, while in the case of enterprises 
with reduced profits due to price increases, the finance 
authorities will also be compelled to render assistance. 
The state’s finance authorities on the one hand are 
having increased expenditures due to price subsidies, 
salaries and wages, and investments in key construction 
projects, but on the other hand, under the current 
income structure, cannot correspondingly gain more 
revenue, or will receive even less revenue. The result 
undoubtedly is that balancing revenues and expenditures 
is becoming more and more impossible. 


Searching for the cause of the trouble will enable us to 
adopt appropriate measures. These would be to trans- 
form the current system of public finance, adjust the 
various policies of granting favorable treatment, insti- 
tute at key points control over fiscal expenditure, etc., to 
enhance the capability of the state’s financial adminis- 
tration to regulate the national economy. 


Number of Financial tions Growing 
HK2401124389 Beijing CEI Database in English 
24 Jan 89 


[Text] Beijing (CEI)}—The number of foreign financial 
Organizations in China has reached 30, and their profits 
are on the increase. 


These organizations include foreign banks, banks owned 
by overseas Chinese, the branch offices of Hong Kong 
based China-funded banks, and Sino-foreign-funded 
banks and financial companies. 


These organizations are distributed in the Shenzhen, 
Zhuhai, Xiamen and Hainan Special Economic Zones 
and Shanghai. 


The total capital fund of 27 foreign financial organiza- 
tions in the special economic zones is 2.54 billion U.S. 
dollars. They have deposits totalling |.27 billion dollars 
and have given out 0.75 billion dollars of loans. 


Bank Official U Organizing Stock Markets 
Based on Na Situation 

4000191 Beijing ZHONGGUO SHIBAO 

in Chinese 12 Dec 88 p 1 


[Article by Chinese People’s Radio reporter Li Boshu 
2621 0130 2885 and JINRONG SHIBAO reporter 
Zhang Jidong 1728 4949 2639: “Responsible Person of 
People’s Bank of China, Funds Administration Depart- 
ment, Proposes Setting Up a Chinese Stock Market 
Based on the National Situation” 


[Text] The head of the Funds Administration Depart- 
ment of the People’s Bank of China declared a few days 
ago to reporters that “If we are to establish our country’s 
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stock market, we must do it according to China’s situa- 
tion. We can borrow from the successful experience of 
the West, but we cannot imitate their methods indis- 
criminately.” 


This department head said that the State Restructuring 
of the Economic System Commission and the head office 
of the People’s Bank of China are presently studying the 
following laws and regulations: “Methods of Regulating 
the Issuance of Stock” and “Methods of Regulating the 
Transferral of Negotiable Securities.” The purpose is to 
provide a legal footing for stock market regulation and 
set standards in order to make macroeconomic controls 
stronger and more responsive, and avoid immediate loss 
of control when controls are relaxed or excessive rigidity 
when control is tightened. 


This department head said that under the present con- 
ditions, banks utilize indirect credit to raise social funds 
and take care of a large volume of the loans called for by 
the state plan. This is the primary medium of socialist 
credit. In addition, as economic reform and opening 
deepens, another method for stimulating the economy is 
gradually opening: the stock market. He believes that 
after the stock market opens it will allow enterprises to 
raise funds directly from society at large by issuing stocks 
and bonds. They will be able to tap funds which are 
scattered throughout society as well as effect a transfer of 
some bank deposits. Therefore, the volume of funds 
generated through direct investment musi be properly 
controlled and must be kept in balance with the volume 
of funds generated indirectly in order to maintain har- 
mony between it and the total growth of socialist funds. 


While discussing the management of socialist finances, 
this department head pointed out the fact that China has 
opened up financial markets in recent years, and that 
there has been definite progress. This is a major break- 
through in China’s financial reform. It has not only 
changed the high degree of centralization of China’s 
banking and credit structure of the last several decades, 
but has also united indirect and direct methods of fund 
generation and increased the number of ways funds can 
be generated. It also helps to stimulate circulation of 
funds that tend to get squirreled away in different 
departments and at different levels. It stimulates hori- 
zontal economic links, speeds up the circulation of 
funds, and raises the efficiency of fund utilization. 
However, at the present not only is credit growing too 
rapidly, but direct pooling of funds is also occurring 
rather fast, and runaway growth of both direct and 
indirect funds could occur, so we must watch the situa- 
tion carefully. 


This department head pointed out that in order to 
effectively suppress inflation and assure balance of sup- 
ply and demand, there must be a single government 
organ to provide unified control and regulation of social- 
ist credit levels. The State Council’s “Interim Regula- 
tions for Bank Management in the People’s Republic of 
China” specifies the People’s Bank of China as the organ 
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charged with the regulation of such negotiable securities 
as stocks and bonds, and as the functional department in 
charge of regulating financial markets. Recently the State 
Council reiterated the fact that this arrangement is 
appropriate for China’s conditions, and that it not only 
contributes to the healthy development of financial 
markets, but also helps to control the level of fixed asset 
investment and strengthen the Central Bank’s macroe- 
conomic control. 


It has been reported that some comrades have recently 
suggested that China establish a separate organ to regulate 
such negotiable securities as stocks and bonds, as well as 
financial markets, as is done in the United States and other 
western nations. In response, this department head empha- 
sized that conditions in China are not the same as in the 
West. In the West, enterprises are managed with complete 
independence, are responsible for their own profits and 
losses, and so at all times face the risk of bankruptcy; 
therefore, it is feasible for the governments of Western 
nations to establish separate organs to regulate stock 
markets, but given the push of rapid economic develop- 
ment and investment starvation, if China indiscriminately 
imitated systems in the West and separately established 
stock market regulatory organs in every level of govern- 
ment, the government would cause direct generation of 
funds to explode, which would be very damaging to 
macroeconomic control of financial markets. 


In discussing the question of overall balance of socialist 
credit, this department head emphasized that the direct 
and indirect generation of funds are interconnected, and 
that the funds generated are all socialist funds. If the 
Central Bank only controlled indirect funds, that would 
cause large amounts of socialist funds to flow toward the 
stock market and would easily cause the transfer of a 
large amount of bank deposits. While adhering to the 
principle of keeping indirect funds as the principal 
vehicle of fund generation and direct fund generation as 
the secondary vehicle, as well as upholding unified 
regulation of both vehicles by the Central Bank, China 
must also take care to regulate proportions and assure 
overall balance in order to keep them in harmony with 
the growth of socialist funds. 


Lastly, this department head pointed out that irregular 
phenomena have occurred during recent months in 
financial markets, and particularly in securities markets. 
For example, without approval from the Bank of China, 
some departments, work units and enterprises have 
issued stocks and bonds on their own authority, and 
have established stock exchanges. Some localities have 
set up financial institutions such as securities companies 
on their own authority, and have even utilized adminis- 
trative interference to force stocks and bonds on their 
own workers and staff. All branches and organs of the 
Bank of China must carry out their duty to resolutely put 
these problems in order and correct them within the 
prescribed time period. 
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Recent Measures To Promote Development of 
Financial Market 

40060172 Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese 

No 10, 11 Oct 88 pp 43-48 


[Article by Jing Xuecheng 2529 1331 2052 of the Insti- 
tute of Financial Research, People’s Bank of China: 
“Recent Measures for Promoting Financial Market’s 
Development” 


[Text] China’s financial market has been growing rapidly 
in the last 2 years. Besides having more market tools, the 
volume and the value of transaction have also increased 
significantly. In 1987, inter-bank short-term loans have 
increased to 240 billion yuan from 30 billion yuan in the 
previous year, a seven-fold increase. They made up 
about 10 percent of the turnover of credit loan funds in 
that period. By the end of 1987, the cumulative value of 
assorted stocks and bonds issued topped 64.6 billion 
yuan. Meanwhile, in 50 cities, including Shenyang and 
Shanghai, negotiable securities are being traded; so far, 
120 million yuan worth of securities have changed 
hands. I have estimated that in 1988, total inter-bank 
short-term loans are worth around 400 billion yuan and 
new issuances of securities are worth close to 50 billion 
yuan; the issuance of bonds alone amounts to nearly 
three-quarters of the cumulative value of all securities 
issued in recent years. The year’s cumulative security 
issuance will exceed 110 billion yuan, possibly making 
up 10 percent of the national income. Amid the devel- 
opment of the various kinds of financial markets, the 
foreign exchange-regulation market has officially been 
decontrolled, and in the secondary markets, trial imple- 
mentation of the decontrol of the treasury bill market is 
underway. Under the circumstances, we must make sure 
that the further development of the financial market is 
on the right track, that it complies with monetary and 
financial policies, and although earlier the emphasis was 
more on the spontaneous emergence and creation of the 
market and on promoting the horizontal flow of funds 
and increasing the liquidity of funds at the mid- and 
micro-levels, now we want to perfect the financial mar- 
ket and develop key secondary markets. And we should 
coordinate this development with the more effective 
implementation of monetary policy and financial policy 
and with the efforts to put the credit loan fund allocation 
mechanisms and the nation’s economic fund allocation 
mechanisms on the right track. This article offers some 
views on recent measures adopted to promote such 
development. 


1. We need to set up short-term financing companies, 
create inter-bank short-term loan market networks and a 
stratified short-term loan market and establish a “double 
track” short-term credit fund circulation system and 
turn it into the central bank’s “secondary control 
center.” The inter-bank short-term loan market has 
played the precursory role in the transformation of 
China’s fund gathering and distribution mechanisms, 
from rigid, vertical, planned allocation mechanisms to 
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market mechanisms. Today, besides being guided by 
practicality and not formalism, we should also empha- 
size the invisible market and integrate the visible and 
invisible markets, and be more efficient in gathering 
funds by trimming expenses and lowering the cost of 
gathering funds. But more important, we should find a 
way to make the reform more thorough and turn the 
inter-bank loan market into a market-oriented fund 
gathering channel which operates alongside the existing 
vertical credit loan system. The inter-bank short-term 
loan market should not be merely a supplement to the 
central bank system’s vertical credit loan fund allocation 
channel. In the latter situation, the inter-bank short-term 
loan market is in fact dispensible, significant only 
because it circulates funds horizontally; more precisely, 
it is essential only in a tight money situation and is 
dispensible otherwise. For this reason, we must give the 
inter-bank short-term loan market a third dimension, 
create networks, and create different levels. 


We can Say that in the course of the development of the 
inter-bank short-term loan market, we have made good 
progress with establishing lateral relationships and cre- 
ating networks. Throughout the northeast, northwest, 
southwest, and in east China, north China, and central 
China, there are more than a dozen short-term loan 
market networks in the provincial cities (prefecture) and 
counties. These markets not only open regularly and post 
prices, they also share information to gather idle funds. 
They are still expanding, and therefore to perfect and 
amplify the inter-bank short-term loan market, it is 
imperative that we set up a three-dimensional, stratified 
inter-bank loan system. As far as stratification is con- 
cerned, at present, I can discern clearly three separate 
levels: the first comprises of short-term loans among 
primary-level specialized banks, for example, among the 
financial institutions in the prefectures, cities, and coun- 
ties. The second level is the trans-system, transregional 
short-term loan networks which span several prefectures 
and cities and extend across provinces and regions and 
are characterized by the economic districts, urban cen- 
ters, and localities with historic or geographic ties. At the 
third level are the new regional short-term fund gather- 
ing companies (also know as “short-term financing com- 
panies”) which are under the leadership of the central 
bank. The intra-level and inter-level relationships are 
quasi-market lending-borrowing relationships. There is 
absolutely no mandatory allocation plan to speak of. Of 
the three levels, the short-term financing companies led 
by the central bank are the last “offer of help”’ for those 
who gather funds in the market while the first and 
second levels play the dominant role in the short-term 
loan business and the fund circulation networks. Of the 
two, needless to say, the first level is the primary level, 
but the second level is the focus of development, and 
developing trans-system fund lending and borrowing is 
the most important task here, because only if funds can 
circulate at this level can we break through the rigid rules 
and regulations and be free to be more efficient. In the 
future, the second and third levels, or even all three 
levels, may merge into one (that is, the short-term fund 
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lending and borrowing among financial institutions will 
be handled by the short-term financing companies) or 
partially merge into one. But within the foreseeable 
future, we will need all three levels. 


To promote the formation of the above tri-level short- 
term loan system and perfect the short-term loan market, 
it is important that we set up short-term financing 
companies on top of what we already have. At present, 
Fuzhou, Ningbo, Hangzhou, Bengbu, Nanchang, Jing- 
dezhen, and other cities have already formed short-term 
financing companies, and many other prefectures and 
cities are preparing to follow in their footsteps. Short- 
term financing companies are financial enterprises 
which gather and distribute short-term funds among 
financial institutions and fund gathering networks under 
the leadership of People’s Bank of China. They should 
adopt a stockholding system. Primarily, they handle 
short-term loan transactions and, depending on the 
situation, may engage in other fund gathering activities, 
such as buying and selling short-term bonds and certifi- 
cates of deposit in large denominations, and may take 
care of other business on behalf of the central bank, for 
example, rediscounting. The main source of the short- 
term financing companies’ funds is the financial institu- 
tions’ own temporarily idled funds. Funds can be raised 
either through stock participation or by means of bonds 
issued by the short-term financing companies. Local 
people’s banks may lend a portion of their funds, within 
the limit approved by the headquarters of People’s Bank, 
to the short-term financing companies. With respect to 
funds, the short-term financing companies’ relationship 
with the central bank is that between borrower and 
lender. They are financial enterprises which are legal 
entities and independent accounting units and are 
responsible for their own profits and losses. But when it 
comes to the implementation of the state’s monetary 
policy, where these companies put their funds should be 
guided by the central bank’s macroeconomic policies. 
The relationship between the short-term financing com- 
panies and the local financial networks is also a market- 
oriented fund lending-borrowing relationship. Only 
under certain conditions are they the “last hope” for 
short-term funds to the various networks, but they are by 
no means like the central bank which in most situations 
is the “lender of last resort” to the various specialized 
banks. In this way, short-term lending and borrowing 
among financial institutions is on track with the central 
bank’s monetary policy, and the short-term financing 
companies become the central bank’s intermediaries or 
“secondary control center” for macroeconomic control. 
To a certain extent, this can alleviate the People’s Bank’s 
lack of means and tools of control and replace the 
pressure on the central bank to print more money to fill 
the gap left by inter-bank loans with the driving force to 
let the central bank take the initiative to control the 
inter-bank loan market, guide the funds to optimal use, 
and make structural adjustments. 


When the central bank limits loan availability rather 
than guarantee funds, the specialized banks have to work 
harder to attract more deposits in order to extend more 
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loans. The remaining fund deficiencies and excess fund 
demand are felt in the inter-bank loan system, creating a 
pressure on the short-term financing companies. There- 
fore, their interest rates, and even the inter-bank loan 
rates, can be decontrolled first, and let the freely floating 
rates reflect the scarcity of funds, and when some finan- 
cial institutions act responsibly and begin to make better 
use of the funds, they can gather what they really need [in 
the market,] and other financial institutions which have 
potential funds will tap their own resources because of 
the high rate of interest. In this way, with the short-term 
financing companies and the floating interest rates, we 
can arrive at standard, market inter-bank loan rates 
which can be the reference point for revising the struc- 
ture and the standard of interest rates. Thus, a problem 
which the present central bank credit loan fund system 
would not, or could not, experiment with is solved on its 
behalf by the inter-bank short-term loan system. 


It is very obvious that the short-term financing compa- 
nies will help fulfill this year’s monetary policy goal to 
“control the overall volume and make structural adjust- 
ments.” In the present central bank credit loan fund 
circulation system, compared to making structural 
adjustments, controlling the total volume is an easier 
task. This is what many bankers in central banks around 
the world and experts in international monetary fund 
Organizations are proud of; they have insisted that a 
central bank’s responsibility is to control the overall 
volume. But China’s economic reality and the course of 
restructuring the economic system demand that the 
central bank not only control the overall credit loan 
volume but also the direction of the credit funds, not 
only promote economic growth but also restructure the 
national economy and build the foundation for the mid- 
to long-term, coordinated, steady growth of the national 
economy. But in practice, between 1984 and 1986, we 
saw a serious lack of coordination between volume 
control and structural readjustment. This reflects the 
central bank credit fund system’s lack of mandatory 
credit restraints at the mid- and micro-levels (we will not 
discuss the issue of enterprises’ own lack of self-re- 
straining mechanisms here) and the lack of the means or 
mechanisms to control the overall volume and also give 
impetus to spontaneous adjustments in the direction of 
funds at the mid- and micro-levels and adjust the indus- 
trial structure and the mix of business and products at 
the same time. In 1987, we tightened the central bank’s 
loans, raised its lending rates, raised the deposit to 
reserve ratio, and initiated the credit cooperative special 
deposit business and so on, and as a result, instead of the 
seesawing ups and downs and the wild swing between 
rigid control and total expansion, we have achieved 
fairly good and balanced results in overall volume con- 
trol, structural adjustments, macroeconomic control, 
and microeconomic revival. We must still find a mech- 
anism which can ascertain the availability of funds at 
any time and which can promote self-adjustment in the 
financial intermediaries and enterprises. This will 
require more than introducing a few measures, but an 
inter-bank short-term loan system with decontrolled, 
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flexible interest rates can perform those two macroeco- 
nomic functions. It can provide high-cost funds for the 
more profitable financial institutions and enterprises 
and can control the total credit volume without limiting 
the effective use of funds, and at the same time, it can 
reduce the pressure of increasing demands on the central 
bank’s credit loan fund system and give it more room to 
maneuver. In this way, by continuously diverting the 
planned amount of central bank loans to the short-term 
financing companies each year, the shift to the inter- 
bank loan system not only will put the total credit loan 
volume under restraint and control but will also force the 
financial institutions and enterprises to make proper 
adjustments on their own. Furthermore, this is a gradual 
and natural process which will not be as turbuleant as 
tightening the central bank loans. 


For these reasons, the existing central bank credit loan 
fund extension system should be modified to facilitate 
the development of the inter-bank short-term loan mar- 
ket and the establishment of the tri-level short-term fund 
gathering system. The People’s Bank of China can allo- 
cate a progressively greater share of the central bank’s 
loan funds to the short-term financing companies every 
year to increase not only the absolute amount but also 
the proportion of their loan funds to expand the scope of 
short-term fund gathering in the market and put the 
credit loan funds allocation system on a new track. 
Meanwhile, the financing companies can issue short- 
term bonds to raise money to enhance their ability to 
gather fund in the market. In order to expand the scope 
of operation of these financing companies, we must 
develop negotiable credit instruments and rediscounting 
and open short-term loan markets outside of the inter- 
bank system. In this way, the short-term financing com- 
panies can rediscount notes and increase the variety and 
the scope of market-oriented operations. Otherwise, the 
money market is basically limited to short-term lending 
and borrowing, and worst yet, there is short-term lending 
and borrowing among financial institutions only, and 
this, I am afraid, will not suffice to disperse the pressure 
of mounting credit demand on the administrative 
departments, and more important, it may have no 
impact On enterprises, and possibly the system will be 
somewhat flawed because of the direct control. 


2. We need to adopt cornprehensive measures to contin- 
uously promote the development of the bond market, 
develop the stock market, and promote the formation of 
intermediate-term fund markets. Based on the way funds 
are gathered and how soon they have to be repaid, the 
market is generally divided into short-term (within | 
year) money markets and long-term (more than | year) 
fund markets. These categories are too broad. Actually, 
the long-term fund market can be divided into interme- 
diate-term, long-term, and indefinite-term markets. 
Generally, 10-year or shorter constitutes intermediate 
term, 10-30 years constitutes long term, and a term in 
excess of 30 years and (perpetual) bonds and non- 
retirable stocks are indefinite (or extra-long term.) 
Because of the fairly low per capita income in China, the 
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yet immature secondary market, the people’s limited 
knowledge about the financial market and its tools, and 
their investment psychology and so on, at present, we 
can only develop the intermediate-term fund market. We 
can extend the term of the bonds and issue corporate 
stocks only if the economy continues to grow, if we have 
a healthy set of laws, if the market is active, and if the 
people are psychologically inclined to invest. 


Within the last 2 years, China has made steady progress 
with efforts to issue more diverse types of bonds. Since 
the resumption of the issuance of treasury bills in 1981 
and the issuance of corporate bona. in 1984, between 
1985 and 1987, a succession of financial bonds, bonds to 
finance the state’s key construction projects, key enter- 
prise bonds, and regional bonds have also been issued. 
This year, besides continuing the issuance of the existing 
types of bonds, and in accordance with the state’s need to 
gather construction funds, basic construction bonds and 
state construction bonds for guaranteeing state key con- 
struction needs will also be issued. In addition, there will 
be Finance Ministry bonds to finance the deficit. Not 
only are there many different types of bonds, but the 
term of each type, the level and structure of interest 
rates, the way there are issued and redeemed, and 
whether and how they can be transferred are different, 
and different rules may apply. Some of these securities 
carry a 2-, 3- or 5-year term, or may even mature in 3 
years and 4 months (the discount bonds issued by the 
Construction Bank, for instance.) Some bonds pay sim- 
ple interest while others pay compound interest. (For 
example, the Bank of China and the Construction Bank 
have issued compound interest bonds.) The issue price of 
some bonds may be higher than their face value, but 
some are sold below par (the Construction Bank’s dis- 
count bonds, for example). Some bonds can be bought 
and sold on the market | year after they are issued, but 
some are not transferrable (like the bonds issued by the 
Finance Ministry). In particular, on 21 April of this year, 
nationwide, seven pilot cities have begun to experiment 
with the buying and selling of treasury bills issued in 
1985 and 1986 in the open market, paving the way for 
the opening of a secondary market. The introduction of 
new bonds and the opening of the exchange markets 
conform with the law of change, from simple to sophis- 
ticated, in the financial sector, and basically they satisfy 
the needs of the different kinds of investor. 


Today, the development of the bond market is facing two 
obstacles. First, compared to the level of price increase, 
the return on bonds is low, or even negative in some 
cases. Therefore their issuance, especially the portion 
intended for the individual investors, is facing some 
difficulties. In particular, people are unwilling to invest 
in and purchase the relatively long-term bonds, forcing 
the issuers to shorten the term, and in effect, they are like 
certificates of deposit in large denominations and do not 
facilitate the steady gathering of mid- to long-term funds. 
Second, the tax on corporate bonds (including stocks) is 
too high, and meanwhile, treasury bills and financial 
bonds pay higher interest but are exempt from personal 
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income tax. This hampers the issuance of corporate 
bonds (including stocks). To solve the former problem, I 
suggest stablizing product prices as much as possible. If 
it is not possible to keep the price level down in the near 
future, we should adopt similar methods other develop- 
ing countries (such as Erazil, Argentina, Chile, and 
Mexico) have tried and issue index bonds to peg the 
interest on bonds to the price index to guarantee positive 
return On investment. In this way, with a decontrolled 
market, we can issue some relatively long-term (5 to 7 
years) bonds, and this will facilitate the state’s and 
enterprises’ steady gathering of mid- to long-term funds. 
As for the second problem, we must start with the proper 
guiding ideology to motivate and nurture the financial 
markets. Corporate bonds and stocks must be given 
some tax advantages to facilitate enterprises’ fund gath- 
ering. Judging by the direction of reform of the invest- 
ment system, enterprises will become the primary inves- 
tors, and to complement this change, we probably should 
extend more liberal terms to enterprises to encourage 
them to turn to the market instead of counting on the 
banks for funds. 


Another component of the intermediate-term fund mar- 
ket is the stock market. Concurrent with developing the 
bond market vigorously, we should make an effort to 
develop the stock market. At present, stocks already 
issued make up only | percent of all financial assets. This 
is really the beginning of a beginning. Because stocks can 
be pledged or transferred but not discounted, they not 
only can solve enterprises’ mid- and long-term fund 
source problem but also help increase supply and basi- 
cally stabilize prices at the macroeconomic level. Funds 
that have found their way into the stock market basically 
circulate among the market participants, and unlike 
funds in the bond market, they cannot be cashed in at 
any time, nor can they force the banks to extend more 
loans because of issuance and redemption problems. 
Thus, from the standpoint of the central bank’s mone- 
tary policy, in order to keep the money supply stable, we 
must promote the development of the stock market. 


Today, in Guangzhou, among other cities, enterprises in 
the people’s ownership system which by law are legal 
entities have been approved by the Guangzhou branch of 
the people’s bank to issue stocks. We must further liberal- 
ize our thinking and muster more courage to make 
changes. Actually, if enterprises in the people’s ownership 
system adopt the stockholding system and establish the 
general manager’s responsibility system under the leader- 
ship of the board of directors, it will facilitate the reform of 
the enterprise management system. It can be more effec- 
tive in allowing the general public who are stockholders to 
supervise enterprises and generate better use of funds than 
the plant manager responsibility system. 


The issuance and exchange of stocks require the protec- 
tion of a set of laws and regulations; otherwise stock 
issuance cannot continue and stock exchange will be 
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interrupted. These indeed have happened in some devel- 
Oping countries when they first developed their stock 
markets. If stocks cannot be traded, dividend payments 
alone cannot satisfy the investors whose goal is to reap 
short-term profits. It will exclude many small investors 
who do not have enough idle funds to make long-term 
investments. In China today, this will be equivalent to 
not developing the stock market at all. Since stocks 
cannot be cashed in, if restrictions are put on dividend 
distributions, it will limit their price spread in the 
exchange market and will turn the... into financial assets 
similar to Britain’s perpetual bonds, and they will not 
function to keep tab on the performance of enterprises 
which have issued the stocks. Therefore, to encourage 
companies to issue stock and trade them in the market, 
it is important that we enact laws and regulations, audit 
and verify businesses closely, distribute dividends hon- 
estly, and increase the price spread. At the same time, to 
consciously promote stock issuance and exchange, the 
state should give these securities some tax preferences, 
similar to what many developing countries have done. 


3. Gradual, but prompt, decontrol of the interest rates is 
the key to promoting the development of the financial 
market. Artificially suppressing the bank’s lending rate 
and the interest rates is a common practice in developing 
countries to hold down the financial sector. China is no 
exception. Although since 1979, we have been experi- 
menting with the restructuring of the economic system, 
and interest on loans have been raised several times in 
the past 9 years, the interest rate level is still fairly low 
today. Interest on deposits in the banking system aver- 
ages 3.79 percent, and the average loan rate is 6.85 
percent. In addition, there are more than 10 kinds of 
preferential-term loan. They prove that past interest rate 
adjustments were nominal rather than reform-oriented 
adjustments of the interest rate structure and level. In 
recent years, the increase in the price level has exceeded 
the above interest rate levels. Obviously, those are neg- 
ative interest rates, and they undermine attempts to 
launch fund lending and borrowing activities in the 
market and discourage investments in securities. To 
solve this problem, besides issuing index bonds, we must 
radically raise the interest level and then straighten out 
the market interest rate relations. 


If previous price reform programs were lacking in any way, 
it was the failure to consider adjusting the interest rate 
level and structure at the same time prices were being 
adjusted, and so they were not perfect price reform pro- 
grams. This is because interest is the price of money. 
Interest rate is inherently related to product prices. In view 
of the magnitude of today’s price increases (including the 
magnitude of price adjustments), it is an opportune time to 
raise the level of interest rates significantly, or at least 
make a partial correction now rather than allow prices to 
rise year after year without doing anything about interest 
rates—this amounts to decontrolling prices while holding 
down the financial sector, which is one reason why price 
reforms have seldom been successful. We should thor- 
oughly understand this matter now. 
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4. In order to promote the further development of the 
financial market, we must set up some essential market 
business and service institutions, like the aforemen- 
tioned short-term financing companies, securities com- 
panies, enterprise credit rating companies, and financial 
consulting companies. First, to meet the needs of the 
further development of the short-term fund market, we 
must set up short-term financing companies. Second, to 
meet the needs of the development of the securities 
market, we must set up securities companies. The Peo- 
ple’s Bank can take charge and organize the right finan- 
cial institutions to form these companies. They may buy 
and sell negotiable securities, issue and trade stocks on 
behalf of the clients, and safeguard their clients’ securi- 
ties and so on. The specialized banks have already set up 
some trust investment companies which also handle 
these operations, and some specialized banks have also 
established specialized securities companies. But we 
must develop and keep up with the ever increasing 
volume of transactions. Next, we should set up enter- 
prise credit rating companies to evaluate the credit 
worthiness of enterprises. This is important in two 
respects: One, it puts into practice the principle of 
“selecting and nurturing the best” and facilitates the 
structural adjustment of credit funds and puts the banks’ 
credit funds to better use. Two, it protects the interests of 
the investors in the securities market. At present, the 
issuance of stocks and bonds basically are examined and 
approved by the financial adminstration and manage- 
ment department of People’s Bank of China. This is 
workable early on when the financial market has just 
been developed. But in the future, when more and more 
enterprises and financial institutions want to issue bonds 
and need feasibility studies, the financial management 
organ will be overwhelmed and may even make mistakes 
as a result. Therefore, we must set up enterprise credit 
rating companies under the supervision or guidance of 
the People’s Bank of China. At first, the bank should be 
in charge, and when they have accumulated a certain 
amount of experience, these companies may operate 
independently under its business guidance. At present, 
Shenyang, Shanghai, Wuhan, and other areas have 
already set up credit rating organs. Some are directly 
organized by the People’s Bank, others are independent. 
Things are looking good. This is a good way to unify 
efforts to make bank credits more market-oriented and 
the securities business more scientific. We must make 
these companies truly competitive, and hope that their 
work will reach a new standard. As for the economic, 
financial consulting companies, they can be independent 
or be a part of the specialized banks, the trust investment 
companies, the securities companies, or the financial 
companies. As the financial market develops, consulta- 
tion about finanical matters and the different credit 
circulation tools will become more important. The emer- 
gence of many financial consulting companies will be 
one of the conspicuous marks of the perfection of Chi- 
na’s financial market. 


5. In order to maintain a sense of continuity in the 
securities market, especially in the secondary markets, 
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nurturing institutional investors is critical. The thorough 
development of the financial market naturally will increase 
the variety and quantity of stocks and bonds, and the 
people will have more investment choices, but at the same 
time, the risk will increase, and an individual has limited 
ability and time to deal with these risks, thus increasing the 
cost of investment. This to a certain extent will diminish 
the people's investment enthusiasm and will undermine 
the further development of the financial market. There- 
fore, we should learn from the experience of other nations 
and pay attention to nurturing and creating different kinds 
of institutional investors. Besides banks, insurances com- 
panies, and trust investment companies, we can set up 
Organizations similar to Brazil’s “financial fund” via 
favorable tax terms, that is, put the tax-exempt money into 
a “fund” to be invested in the securities market and keep 
it away from the commodities market. We can also turn 
some of the existing mutual aid organizations in enter- 
prises and institutional units into organizations similar to 
“investment clubs” in the United States, and by changing 
their functions, turn the mutual aid organizations into 
investment organizations as well. Of course, according to 
the different fund sources, we can set up fund organiza- 
tions like pension funds or college and employment funds, 
or set up mutual funds which target the small investors. 
Mutual funds issue shares to the small investors and gather 
funds to invest in different kinds of security to get the 
benefit of large-scale investment and distribute the return 
among the mutual fund investors. As a result of all these, 
there will be more and more institutional investors in the 
market, and they will form a strong force and create their 
own market, and we can avoid the defect of lack of 
continuity which is typical if securities are issued for, and 
are traded by, irdividuals, or if individuals are basically 
the only participants in the market. We want to maintain 
a sense of continuity in the issuance and the exchange of 
securities. 


6. We must coordinate the financial and monetary policies 
and let the two work together to promote the development 
of the financial market. The formation and development 
of the financial market are the responsiblity not only of the 
central bank but also of the Finance Ministry. The finan- 
cial market is essential not only to the monetary policy but 
also to the financial policy. A well-developed securities 
market has direct impact on the Financial Ministry’s 
ability to issue government loans to finance unavoidable 
deficits. At the same time, a well-developed securities 
market also has direct bearing on enterprises’ ability to 
raise capital either by issuing debt securities or capital 
stocks. The long-term fund market, in particular, will 
provide even more funds for basic constructions and for 
enterprise technological transformations and, at the same 
time, force enterprises to use funds more effectively. In the 
mid- to long-term, it will reduce the Financial Ministry's 
basic construction investment burden and enhance the 
efficiency of basic constructions. 


To say that in the initial stage of China’s financial market, 
the central bank must work a little harder and take on a 
little more responsibility, then to develop the finanical 


ECONOMIC 


market, especially the securities market, the bank must 
cooperate with the financial ministry departments and the 
financial policy. As far as its monetary policy is concerned, 
the central bank can allocate some of its loan funds to the 
specialized banks, or allow the specialized banks to set 
aside a certain percentage, each, of their existing current 
fund loans and fixed fund loans and put them on the 
market either in the form of discounted notes, collatoral 
notes, security backed enterprise bonds (including repur- 
chase agreements.) On the other hand, enterprises should 
be allowed to issue short-term (1 year or shorter) bonds to 
supplement their circulating funds. At the same ime, units 
which actively issue stocks and bonds in the market should 
be given a proportional share of stand-by credits; we need 
not grant all loans in the form of credit. In this way, the 
more profitable enterprises will issue stocks and bonds and 
obtain (or if they still have a shortfall despite the issuance 
of securities, that portion can obtain) stand-by loans and 
can continue to develop. Enterprises which cannot raise 
funds in the market and cannot issue stocks and bonds are 
probably, or basically, units with poor performance. They 
have no stand-by credit loans and must rely on govern- 
ment policy-type loans (relief-type loan funds) to survive. 
No doubt they should promptly switch to a different line of 
business or merge with another unit (sell their property 
right) or declare bankruptcy. In this way, the central bank’s 
macroeconomic control is founded on the combination of 
credit mechanisms and market fund gathering activities, 
and the result will be even better. At the same time, this 
will organically integrate the track-changing of the banks’ 
credit mechanisms, the promotion of the development of 
the securities market, and the structural adjustment of the 
economy. 


To realize the above plans, we must coordinate the finan- 
cial policies, especially the tax policy. This primarily 
means reducing or exempting tax on security investment 
earnings to encourage individuals or enterprises to invest 
in the market. Many developing nations have done so to 
promote the development of the capital market. In the 
short-run, government revenues may drop, but in the 
long-run, when the fund supply increases in the market, the 
central bank will be able to expand the volume of open 
market operations and in turn the government’s share of 
gathered funds will increase. 


Construction Bank President on Key Priority 
Projects Policy 

OW2201130389 Beijing XINHUA in English 
0914 GMT 22 Jan 89 


[Text] Beijing, January 22 (XINHUA)—Some energy, 
transport and raw material projects will be suspended or 
postponed this year in a bid to make sure that the key 
construction projects in these sectors will be definitely 
guaranteed, a senior bank official said here today. 
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Zhou Daojiong, president of the People’s Construction 
Bank of China said: “We will revise the orginal plan and 
concentrate our efforts to ensure the construction of the 
state key projects so as to shorten construction period.” 
“Some industrial production projects will be also sus- 
pended or postponed under the new scheme,” the pres- 
ident said at a meeting, which was attended by bank 
officials from across the country. 


He added: “There will be a big cut in the investment in 
the social fixed assets this year, involving not only 
capital construction projects but also technological 


revamping projects.” 


The central government called on localities to take tough 
actions cut construction of non-production projects like 
hotels and office buildings. 


Addressing the meeting, the president said, ““Work to 
improve the economy just started. We must be fully 
aware of its difficulties and necessities.” 


Otherwise, he warned, “We will fail to bring investment 
scale under control, to readjust investment composition 
and achieve good investment results.” 


In the past few years, some state key projects were 
postponed because of lack of funds and construction 
materials. There is no notable rise in investment in the 
energy sector, and what is more, the investment in 
transport even decreased. 


China has achieved initial results in tightening spending 
since last September, but there has not been a fundamen- 
tal change in improving the overheated economy. 


About 200,000 projects are under construction nation- 
wide at present, involving a total investment of 1300 
billion yuan, he noted. 


The number of projects the government has decided to 
suspend is only 10,000, accounting for 3 percent of the 
total only. 


Although the government repeatedly urged to tighten 
control over construction projects, more than 40,000 
projects get started every year. 


Thus, he stressed, “We must make big efforts and take 
definite act to cut the capital construction projects and 
cool down the overheated economy.” 


Leans to Rural E To Be Halved 
OW2201083289 Beijing XINHUA in English 
1534 GMT 21 Jan 89 


[Text] Beijing January 21 (XINHUA)—Bank loans to rural 
industry, which has been one of China’s fastest-growing 
sectors, are to be cut in half, a bank official said today. 
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Wang Jingshi, deputy governor of the Agricultural Bank 
of China, told XINHUA that banks and credit coopera- 
tives will grant more loan s to agriculture but will cut by 
half loans to rural enterprises. 


Wang said that credits for rural industry will drop from 
14.7 billion yuan last year to 7.1 billion yuan this year. 


Some rural enterprises may be forced to cut back or shut 
down production and others may have to switch produc- 
tion, Wang said. 


Wang said the bank will introduce a tougher credit 
policy. It will stop granting loans to small textile mills, 
woollen mills, oil refineries, aluminium works, cigarette- 
making factories and liquor distilleries. 


He said banks will not grant loans to enterprises which 
run at a loss, speculate in raw materials or which invest 
more in fixed assets. 


The bank policy is to support profitable enterprises and 
restrict unprofitable ones, the deputy governor said. The 
bank will support enterprises which are well run and 
which make profits. 


The bank airs to make the best use of its 85 billion yuan 
of outstanding loans, he said. 


In the past few years, the agricultural bank and credit 
cooperatives have lent 55.1 billion yuan to rural indus- 
try. The number of rural enterprises has grown to 1.6 
million, with a total labor force of 47 million. This will 
cut 12 percent of the total rural labor force. 


The assets of rural enterprises have reached 250 billion 
yuan, including 160 billion yuan of fixed assets. 


Bankers said that rural enterprises have played an 
important role in promoting China’s agriculture, increas- 
ing supplies, earning hard currency, increasing farmers’ 
income and revitalizing both urban and rural economies. 


But they said that there have been some problems with 
rural enterprises such as over-rapid development, low 
efficiency and poor management and over-indebtedness. 


Interest Rates for Short-Term Interbank Loans 
HK2401124589 Beijing CEI Database in English 
24 Jan 89 


[Text] Beijing (CEI)—Following is a chart of the interest 
rates for short-term interbank loans in a number of 
money markets of China. 











Ningbo Dec 27-Jan 8 14 6050 3% il 
Hohhot Jan 1-7 2 1200 6 4 
Shanghai Dec 28-Jan 3 8 22100 4 1 
Nanting Jan 1-3 2 3000 5 | 
Xian Jan 5 8 3100 60 10 
Shenyang Dec 30-Jan 5 17 4500 60 20 
Hefei Dec 14-27 7 1850 180 20 
Shijiazhuang Jan 3-10 7 1100 60 20 
Chendu Dec 29-Jan 5 4 14700 90 2 
Wuhan Jan 4 3 650 47 31 
Dalian Jan 3-10 14 3000 30 7 
Inner Mongolia Jan 1-4 2 1000 10 2 
Tianjin Jan 3-7 7 3100 20 3 
Minimum Interest Rate per 1000 Maximum Interest Rate per 1000 Weighted Average Rate per 1000 
City Current Last Current Last Current Last 
Transaction Transaction Transaction Transaction Transaction Transaction 

Ningbo 7.80 7.20 8.70 8.70 7.82 7.52 
Hohhot 7.20 7.20 7.20 7.20 7.20 7.20 
Shanghai 7.20 7.35 7.50 7.80 7.35 7.50 
Nanjing 6.90 7.50 6.90 7.50 6.90 7.50 
Xi'an 6.90 6.90 8.10 9.00 7.70 7.20 
Shenyang 6.90 6.45 7.80 8.10 7.31 7.33 
Hefei 6.30 6.30 8.55 7.30 7.19 7.535 
Shijiazhuang 7.50 8.10 7.80 

Chendu 6.60 7.20 7.20 7.50 6.90 7.32 
Wuhan 7.80 6.90 11.16 9.90 9.268 8.554 
Dalian 8.10 6.15 6.15 6.15 7.20 6.15 
Inner Mongolia 6.90 7.20 8.10 8.10 7.50 8.025 
Tianjin 7.14 7.20 7.80 7.92 7.35 7.38 

INDUSTRY Light industry developed faster than heavy industry. 


Industrial Progress 
HK0902012989 Nanning Guangxi Regional Service 
in Mandarin 1100 GMT 8 Feb 89 


[Excerpts] According to data supplied by the regional 
statistics bureau, output value of industry at and above 
township level in Guangxi last year was 18,182 million 
yuan, a rise of 14.9 percent over 1987. Industrial eco- 
nomic returns also improved somewhat. [passage omit- 
ted] 


Growth in collective-ownership industry exceeded that 
in industry under whole-people ownership. Output value 
of collective industry was 4.08 billion yuan, a rise of 25.6 
percent over 1987. This included a rise of 32 percent in 
township-run industry. This greatly exceeded the 11.4 
percent growth rate of industry under whole-people 
ownership. 





Output value of light industry during the year was 
10,861 million yuan, a rise of 18.5 percent over 1987. 
Output value of heavy industry was 7,321 million yuan, 
a rise of 9.9 percent. [passage omitted] 


Sh. Industrial Production Growth Siackens 
HK0902 132389 Beijing CEI Database in English 
9 Feb 89 


[Text] Shanghai (CEI)}—The growth of industrial pro- 
duction in Shanghai, China’s biggest industrial city, has 
slackened in the first month of 1989. 


Total industrial output value was 8.47 billion yuan, only 
2.5 percent more than the same month of last year. 


Chemical fertilizer and other products for agricultural 
production increased 63.7 percent. 
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Light industry increased by 2.9 percent and heavy indus- 
try increased by 2 percent. Agricultural films increased 
by 16.7 percent, and tractors by 10 percent. the produc- 
tion of bicycles, wrist watches, color TV sets and washing 
machines also increased. 


SMALL-SCALE ENTERPRISES 


Bank Official on Expected Effects of Tightened 
Credit Policy 

40060210a Beijing JINRONG SHIBAO 

in Chinese 7 Dec 88 p 1 


[Article by Nong Jin 6593 3160: “Tightening Loans To 
Urge Township Enterprises To Readjust Production 
Structure and Raise Efficiency”) 


[Text] Dai Xianglong [2071 4161 7893], vice president 
of the Agricultural Bank of China, answering a question 
on whether continuing the tight credit policy in the next 
year will adversely affect the development of township 
enterprises, told reporters a few days ago that the tight- 
ening of loans will undoubtedly have a restraining effect 
on the rapid growth of township enterprises, but it will 
goad them into readjusting their production structure, 
improving their economic performance, and developing 
steadily in the course of improvement and consolidation. 


Seven years ago, loans extended to township enterprises 
by the Agricultural Bank and credit cooperatives were 
increasing at an average annual rate of 36 percent, bx ‘er 
than the growth rate of their output value. Although 
control has been tightened this year, loans to township 
enterprises are still expected to increase by more than 14 
billion yuan, or more than 20 percent, over the last year. 
The credit balance at the end of the year will amount to 
86 billion yuan. However, township enterprises are 
growing too fast, exceeding society’s ability to supply 
funds and raw and semifinished materials. At the same 
time, their product mix is rather irrational. which affects 
their own performance. To promote the sound develop- 
ment of township enterprises and increase the propor- 
tion of agricultural loans, the Agricultural Bank will 
continue to tighten credit to township enterprises in the 
coming year. 


Dai Xianglong expressed the following views. 


1. It is necessary to reduce the township enterprises’ 
investment in fixed assets. In the past 2 years, invest- 
ment by township enterprises in fixed assets has 
increased by 20-30 billion yuan a year, of which about 25 
percent were loans from the Agricultural Bank and credit 
cooperatives. The overall money supply shortage will 
become even more acute in the next year. Therefore, 
township enterprises in all places must reduce invest- 
ment in fixed assets. Except for construction projects 
which are already under way and must be continued, no 
new projects should be started as a principle. 


ECONOMIC 


2. Serious efforts should be made to rest: icture the loans 
to township enterprises. At present, loans extended by 
the Agricultural Bank and credit cooperatives to tertiary 
enterprises and enterprises which have been closed down 
or suspended total more ihan 15 billion yuan. Through 
consolidation, mortgage, lease, merger, joint operations, 
and liquidation of assets, one-third of the loans can be 
recovered and used to support industries whose devel- 
opment has been given priority by the s'ate. Active 
support should continue to be given to export and 
foreign-exchange-carning enterprises, agricultural prod- 
ucts processing enterprises, and enterprises producing 
goods for daily use which are in great demand, according 
to their credit conditions. 


3. The Agricultural Bank and credit cooperatives should 
cooperate closely with enterprises and t.. departments 
in charge of them to help the enterprises strengthen 
management and acliieve better economic results. The 
payable accounts of the township enterprises total about 
20 billion yuan, and they also have large inventories. By 
settling payable and receivable accounts, minimizing 
overstocking, and speeding up capital turnover, the 
shortage of funds can be alleviated, and funds can be 
used more efficiently. 


Township Enterprises in Beijing Face ‘Three 
Major Problems’ 


40060210b Beijing JINRONG SHIBAO 
in Chinese 7 Dec 88 p 1 


[Article by staff reporter Wei Zhaogui 7614 0340 6311: 
“Township Enterprises in Beijing Are Faced With Three 
Major Problems”] 


[Text] With the reforms and deiegation of authority to 
lower levels taking place in the state enterprises in 
Beijing, especially since they began to organize work in 
an optimum way, the township enterprises are losing the 
advantages they have enjoyed in the flexibility of their 
management mechanism. They are also affected by 
objectiv: factors such as shortage of raw and semifin- 
ished materials. At present, township enterprises are 
generally faced with problems. People associated with 
them think that to solve their problems the township 
enterprises should further improve their management 
mechanism and operate as groups. 


A recent survey of the economic development of town- 
ships on the outskirts of Beijing, conducted by a depart- 
ment concerned, indicates that at present the township 
enterprises are faced with three major problems. 


1. Raw and semifinished materials are in short supply, 
particularly iron and steel materials. Rapidly rising 
prices are also making things harder for the town and 
township enterprises. According to initial statistics of 
Jiaodao Township, under similar conditions, the capital 
outlays of township-run enterprises from May through 
August were 5.13 million yuan more than in the previous 
4-month period owing to increased prices of raw and 
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semifinished materials. In Liangxiang Town, 31 village- 
run factories were set up this year, and 6 have already 
failed. The township enterprises are basically on their 
Own in getting needed raw and semifinished materials. 
As these materials are in short supply, they are not only 
expensive, but hard to get. For example, it was a buyers’ 
market for cement, coal, and so forth in the first quarter, 
but it turned into a sellers’ market in the third quarter. 
Among all raw and semifinished materials, rolled steel is 
the most scarce. The Liangxiang Town Steel Window 
Plant ordered 200 tons of strip steel from Jiangsu in 
August at a price of 1,450 yuan per ton. When the plant 
sent a man to Jiangsu to take delivery, the price rose to 
1,600 yuan per ton. The man sent a telegram to the plant 
for instructions, and 2 days passed, during which the 
order was bought by someone from Guangzhou at 1,800 
yuan per ton. 


2. The reinvigorated state enterprises have begun to pose 
a threat to the township enterprises. They no longer 
provide the township enterprises with goods, materials, 
and technologies as they used to do. They have begun to 
use the surplus manpower from improved work organi- 
zation to develop new products and expand production 
and operations and compete with the township enter- 
prises for markets and raw materials. 


3. There is a serious shortage of development funds. The 
township enterprises are generally without a solid foun- 
dation, have little to start with, and often run short of 
working funds. Their financial straits often affect normal 
production and make technological innovation very dif- 
ficult, let alone starting new projects. Driven by the 
desire to keep up with their peers, some township 
enterprises pay high bonuses and wages despite low 
production and accumulation. Thus, the financial 
growth of the enterprise falls behind the rising income of 
its employees, which is bound to affect the enterprise’s 
continued development. 


In the face of these problems, where is the way out for the 
township enterprises? People associated with the enter- 
prises think that first it is necessary to change the way 
each of them is fighting for its own survival, form 
enterprise groups, and take the road of group operations. 
In view of the fact that they must now compete with state 
enterprises, the township enterprises should merge into 
enterprise groups by trade to expand their production 
scale, serialize their operations in specific fields, and 
make their products more competitive against enter- 
prises in other areas as well as state enterprises. Second, 
instead of looking everywhere for joint ventures, the 
township enterprises should link up with and rely on 
large enterprises and units to increase their own capaci- 
ties. They should take the initiative to enter into joint 
ventures with large enterprises, research institutes, and 
universities and colleges, which should provide funds, 
equipment, and technologies, while the township enter- 
prises contribute plant sites and manpower, sharing 
profits and risks. Third, the unitary operations should be 
replaced by “mixed” stock enterprises to further 
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improve the management mechanism. In the process of 
the present macroeconomic readjustment, consideration 
should be given to turning the village enterprises and 
stores into private business to serve as a necessary 
supplement to the collective economy. It is also neces- 
sary to develop step by step “mixed” stock enterprises 
with shares owned by the state, collectives, and individ- 
uals. 


FOREIGN TRADE, INVESTMENT 


Bank Supports Joint Ventures 
OW 1201201989 Beijing XINHUA in English 
1455 GMT 12 Jan 89 


[Text] Beijing, January 12 (XINHUA)—Despite the 
nationwide austerity program, the Bank of China (BOC) 
today promised to help develop foreign-funded enter- 
prises, joint ventures and cooperative undertakings with 
more loans. 


BOC Governor Wang Deyan said, “Last year saw a big 
growth in loans to these undertakings and we will try to 
maintain this upward trend this year.” 


He added, “‘We will give them support not only in credits 
and loans, but also in leasing and consultancy services. 
Priority will be given to those projects which use 
advanced technology, produce better economic results, 
promote exports and develop the national economy. 


“The bank will also give priority to solely foreign funded 
enterprises, existing units which use foreign funds, and 
joint ventures with advanced technology and manage- 
ment skills.” 


The bank will also help carry out the coastal economic 
strategy in the coastal areas by providing more loans and 
floating capital to enterprises which undertake process- 
ing with supplied materials and manufacture for the 
international market, he said. 


Last year the bank provided 2.24 billion U.S. dollars in 
foreign currency loans and 3.88 billion yuan in rmb loans 
to foreign-funded enterprises, increases of 1.2 and seven 
times compared with the year before. 


According to BOC, it has already provided loans to 
2,904 foreign-funded enterprises, a quarter of the total in 
China. 


The bank also made a survey last year, which showed 
that 41.3 percent of foreign-funded enterprises are prof- 
itable, and only 8.9 percent of them have difficulties. 


By the end of last year, the number of foreign-funded 
enterprises approved by the Chinese Government grew 
to 14,000. Of them 5,000 have gone into operation. 
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$2 Billion Invested in Foreign-Based Joint 
Ventures 

HK1901100089 Beijing CHINA DAILY 

in English 19 Jan 89 p 2 


[By staff reporter] 


[Text] China had invested $2 billion in 553 foreign- 
based joint ventures, co-operative projects and wholly 
Chinese-owned enterprises by the end of last year, 
according to the Ministry of Foreign Economic Rela- 
tions and Trade (Mofert). 


These investments are in industrial production, agricul- 
ture, resource development, tourism, resource develop- 
ment, tourism, transport, banking and insurance. 


Last year, China opened an unprecedented 168 busi- 
nesses abroad with an investment of $220 million. In 
1987, just 124 such enterprises were opened. 


Chen Yongcai, a senior Mofert official in charge of 
foreign economic co-operation, said that the vast major- 
ity of these Chinese businesses are doing well. 


““And we’re making changes to a few enterprises which 
aren’t running well,” he said. 


He said that last year the number and scale of Chinese 
enterprises abroad were both bigger than ever. The 
businesses are mainly in industrial and agricultural pro- 
duction and resource development. 


Chinese businesses abroad involved in industrial and 
agricultural production and the processing industry total 
212, he said. 


While many Chinese enterprises are in Asian countries, 
many others have made their way into more developed 
countries. For example, the China International Trust 
and Investment Corporation (Citic) owns a timber com- 
pany in the United States, a pulp mill in Canada, and an 
aluminium smelter in Australia. 


China now places its investment emphasis on developing 
countries. While promoting South-South economic co- 
operation, China also seeks to make more returns with 
less investment. 


Several thousand Chinese technicians and manage ient 
personnel work in these overseas businesses, which have 
helped to provide resources that China lacks and pro- 
mote the export of Chinese products and technology. 


Chen said that China did well in carrying out its con- 
tracts for foreign projects and services last year. 


In 1988, 70,000 Chinese workers finished contracts 
worth $1.8 billion and achieved a business turnover of 
$1.2 billion. 
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Selection by Need for Foreign-Funded Projects 
HK2701154589 Beijing CEI Database in English 
27 Jan 89 


[Text] Beijing (CEI)}—China will give priorities, in its 
approving procedures, to those foreign-funded projects 
urgently needed by its national economic development, 
according to authoritative sources from the central gov- 
ernment. 


The priority projects include: 


Projects which produce export products with imported 
raw meterials and products produced with domestic 
materials but over 70 percent of them are exported; 


Projects which can bring in advanced technology and 
scientific managerial expertise and which will help in the 
readjustment of China’s industrial structure and China’s 
scientific and technological progress; 


Projects which can carry out technological transforma- 
tion of the existing light industrial, textile, and machine- 
building enterprises, and projects which can develop 
intensive processing and new products; 


Projects which require high technology; 


Projects for energy, transportation, and basic raw mate- 
rial industry. 


The projects that failed to attain priorities include: 


Non-productive projects, especially office buildings, 
auditoriums, and hotels; 


Projects with low-technology, poor economic results, 
high raw material consumption, and high pollution; 


Projects with conditions attached to the export of their 
products and projects within the state-unified planning. 


ee Raw Materials Exhibit Opens in Hong 
ong 

OW2801231789 Beijing XINHUA in English 

1637 GMT 26 Jan 89 


[Text] Hong Kong, January 26 (XINHUA)—The first 
trade exhibition on raw materials and processing oppor- 
tunities in Chinese coastal areas opened here today. 


The week-long event is jointly organized by the China 
Council for Promotion of International Trade (CCPIT) 
and the Hong Kong Trade Development Council 
(HKTDC), with sponsorship of eight other Chinese and 
Hong Kong organisations. 


Over 200 companies from eight coastal provinces and 
cities, including Guangdong, Fujian, Zhejiang Provinces 
and Shanghai, are participating in this exhibition. 
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Products on display include raw materials and manufac- 
tures ranging from machinery, metals and minerals, 
chemicals, electronics, light industrial products and tex- 
tiles. 


Cereals, oils and foodstuffs and animal by-products are 
key materials to Hong Kong’s export industries. 


Supply of raw materials and processing services by the 
Chinese mainland is an important impetus to Hong 
Kong’s industrial development. 


Recent labor shortages and rising production costs in 
Hong Kong have fostered these economic relations, with 
increasing number of Hong Kong manufacturers shifting 
their processing and assembly activities across the bor- 
der, according to organisers of the event. 


Country Plans No Silk Price Increases 
OW2501200289 Beijing XINHUA in English 
1310 GMT 25 Jan 89 


[Text] Beijing, January 25 (XINHUA)—China will not 
raise the prices of silk products, despite the fact that 
demand is growing on the international market, a Chi- 
nese trade official said here today. 


“The policy of stabilizing prices will promote consump- 
tion and enhance customers’ confidence,” said Huang 
Jianmo, president of the China National Silk Import and 
Export Corporation. 


He predicted a 10 percent growth in demand since silk is 
becoming more popular on the international market. 


He noted that silk fiber accounts for only 0.2 percent of 
the total fiber consumption in the world. “There will be 
not much effect on silk demand even if the Chinese 
economy slows down its growth or suffers a short-term 
recession,” he said. 


This year, he addvd, China will continue to improve the 
quality of its silk products and expand exports. 


Last year China exported silk worth 1.65 billion US. 
dollars, 23.2 percent more than in the previous year and 
a new record. 


Foreign Investment Sought for Coal Mines 
HK2501 143589 Beijing CEI Database in English 
25 Jan 89 


[Text] Beijing (CEI}—China’s coal industry is seeking 
foreign investment to construct some key coal mines in 
the eastern part. 


The first mines planned include four deep ones—Jining 
No.2, Jining No.3, Fucun and Xiesi in Shandong Prov- 
ince. They need a total investment of 3 billion yuan 
(about 700 million U.S. dollars). 
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The total annual industrial and agricultural output value 
in east China constitutes 74.5 percent of the country’s 
total, while its coal output only 34 percent, thus bringing 
about a chronic coal shortage. 


China’s coal industry departments plan to absorb foreign 
investment in the construction of new mines because of 
insufficient funds provided by the state. 


Provincial Export Commodity Trade Fair Ends 
SK2901075589 Harbin Heilongjiang Provincial Service 
in Mandarin 2200 GMT 27 Jan 89 


[Text] Great achievements were made at the Heilong- 
jiang Provincial Export Commodity and Economic and 
Technological Cooperation Trade Fair which ended on 
27 January. As of 26 January, the spot exchange trans- 
action volume reached $52.2 million, which was 174 
percent of the planned transaction target for this trade 
fair. A total of 13 economic and technological coopera- 
tion contracts were signed, of which 10 were aimed at 
creating foreign exchange through exports, and 3 con- 
cerned advanced technology. Foreign capital of $21.36 
million was used. The border trade transaction volume 
with the Soviet Union reached 122.49 million Swiss 
francs. Economic and technological cooperation items 
with the Soviet Union through barter trade numbered 
14, involving 50.06 million Swiss francs. 


This trade fair included both spot exchange trade and 
barter trade, the first of its kind in our province. Of the 
997 people of 417 firms from 21 countries and from 
Hong Kong and Macao attending the trade fair, most of 
them were experienced traders from Japan, the United 
States, Australia, France, Singapore, Hong Kong and 
Macao, and some new traders from the Soviet Union. 
During this trade fair, the Soviet traders were most 
conspicuous. A total of 368 Soviet traders came succes- 
sively to the trade fair. The achievements in the Soviet 
border barter trade were noticeable. 


Combining economic relations with trade, technology 
and tourism constituted another distinct feature of this 
trade fair. According to statistics, 139 foreign tourists 
and guests attending the ice-snow festival participated in 
the trade fair. 


The trade fair set up a science and technology hall to 
display more than 3,000 new technological products, 
which helped to expand the export and exchange of our 
province’s new technological products. 


Despite the fact that we had not invited domestic guests 
to the trade fair, more than 170 persons from 18 prov- 
inces and cities came to our province to attend the trade 
fair. Some of them provided goods and some directly 
cooperated with enterprises which have the right to 
export. This helped to promote the work of developing 
cooperation with the south and opening up the north to 
the outside world. 
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Anhui To Hold Foreign Economic Trade Talks 
OW3101212489 Beijing XINHUA in English 
1556 GMT 31 Jan 89 


[Text] Hefei, January 31 (XINHUA)—Eastern China’s 
Anhui Province will hold its fifth foreign economic trade 
talks in the province’s capital city of Hefei between 
March 4 and 13 this year. 


An official organising the talks disclosed today that more 
than 100 items dealing with Sino-foreign technical coop- 
eration will be discussed. Half of them will be aimed at 
soliciting foreign investment in forms of cooperative 
management, joint production, compensation trade and 
leasing. 


He said that of the other half, 20 percent of the items will 
be on the import of technical facilities and 30 percent on 
the export of technology. 


The official said more than 1000 kinds of products, 
including textiles, machinery and electronics, garments 
and handicrafts, will be displayed during the talks. Of 
these, 25 percent will be newly developed products. 


In 1988, the provincial export volume reached 560 
million U.S. dollars. At present, Anhui has established 
trade relationships with more than 100 countries and 


regions. 


Foreign Investment Increases in Guangzhou 
HK2501 145389 Beijing CEI Database in English 
25 Jan 89 


[Text] Guangzhou (CEI)}—Guangzhou has signed 307 
contracts involving 408 million U.S. dollars of foreign 
investment in 1988, marking a 69.39 percent increase 
over the previous year. 


91.86 percent of the investments are in productive 
projects. 29 of the contracts involve more than five 
million dollars and nearly half of the 29 projects are 
technological transformation of existing enterprises. 


Development of Foreign Trade in Hebei 
HK2701154189 Beijing CEI Database in English 
27 Jan 89 


[Text] Shijiazhuang (CEI)—The foreign trade volume in 
Hebei Province has increased by 100 million U.S. dollars 
per year since foreign trade ports were set up in the 
province in 1975. 


The export volume of the province in 1988 reached 1.5 
billion U.S. dollars, overfulfilling the yearly quota by 24 
percent. 
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Exports in 1988 rose to 900 kinds, and 45 of them earn 
more than 3 million U.S. dollars each. The exports that 
earn more than 10 million dollars each include cotton, 
cotton cloth, clothing, maize, chestnut, carpets, pears, 
soybean, porcelain, prawns, and peanuts. 


Zhangjiakou, Tangshan, and Shijiazhuang have become 
production bases for exports in the province. The prov- 
ince has established trade relations with 120 countries 
and regions. 


Hebei’s Exports of Sundry Goods Top $1.2 Billion 
SK3101130189 Shijiazhung HEBEI RIBAO 
in Chinese 12 Jan 89 p 1 


[Excerpts] Despite unduly high prices, sharp competi- 
tion, and insufficient supply of goods, our province 
made a breakthrough in foreign trade in 1988. After 
effecting substantial increases in the export of sundry 
goods for a few years, our province once again stepped 
On a new stage in 1988. The total volume of sundry goods 
exports amounted to $1.202 billion in 1988, fulfilling the 
state-assigned target by 138.75 percent, and showing an 
increase of 11.91 percent over the previous year. [pas- 
sage omitted] 


Since the beginning of 1988, on the basis of summing up 
experience gained in promoting sales on the interna- 
tional markets, our province has paid attention to devel- 
oping enterprises and establishing fixed sales organs 
abroad. Our province so far has established sales organs 
in the Federal Republic of Germany, Libya, Bahrain, 
Kenya, Japan, Australia, and 10 other countries, thereby 
providing relatively stable sales channels and playing an 
active role in expanding the export of our products. 
[passage omitted] 


Our province sponsored export commodities fairs in 
1988 in the Netherlands and Italy and strengthened sales 
through the method of “sending our our groups and 
inviting in foreign traders.’ During the year, our prov- 
ince sent a total of 404 groups and teams which included 
1,181 persons, to conduct investigations and sell com- 
modities in more than 60 foreign countries, including the 
United States and the Soviet Union. At the same time, 
the province invited 352 groups of foreign firms which 
included 810 persons from 31 foreign countries to hold 
trade talks with our province. Last year, the volume of 
transactions amounted to $1.49 billion, thus laying a 
solid foundation for fulfilling the annual export task. 


Hubei Increases Use of Foreign Funds 
OW2701013289 Beijing XINHUA in English 
1036 GMT 26 Jan 89 


[Text] Beijing, January 26 (XINHUA)—Central China’s 
Hubei Province approved 53 joint ventures in 1988, 
equal to two-thirds of the total approved in the past nine 
years. 
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The newly-approved joint ventures involved total for- 
eign investment of 168 million U.S. Dollars, the overseas 
edition of PEOPLE’S DAILY reported today. 


Thirty-seven new businesses were also added to the 
provincial roster last year—creating 3.5 times more 
investment than in 1987, the paper quoted an official 
from the provincial foreign economic relations and trade 
department as saying. 


At present, 85 of the 126 joint ventures in the province 
have gone into production and 9 percent of them have 
shown steadily improving profits, the official said. 


He revealed that Hubei will sponsor its second economic 
trade talks in the capital city of Wuhan in March. 


New co-operative projects will focus on transportation, 
energy, telecommunications and raw materials. 


Hunan Maintains 119 Foreign-Invested 
Enterprises 

HK0302133389 Beijing CEI Database 

in English 3 Feb 89 


[Text] Changsha (CEI)}—The number of Hunan Prov- 
ince’s foreign-invested enterprises has reached 119, and 
50 of them are operating. 


By the end of last November the province had signed 
agreements with foreign businessmen on running 110 
projects, with contracted foreign investment of 54.68 
million U.S. dollars. Twenty of the projects were joint or 
cooperative ventures. 


Last December the province sponsored its first trade 
talks in Hong Kong during which more than 460 projects 
were offered for foreign investment. Agreements were 
reached on 80 projects, involving 80 million U.S. dollars 
in foreign investment. Import and export transaction 
worth 20 million dollars was concluded on the occasion. 


—— Trade Increases in Inner Mongolia Pilot 
ne 

HK2601105189 Beijing CEI Database in English 

26 Jan 89 


[Text] Hohhot (CEI)—Hulun Buir League, a pilot zone 
in Inner Mongolia Autonomous Region in restructuring 
economy,has made marked progress in developing trade 
relations with the Soviet Union, Mongolia and the 
eastern European countries. 


The league has so far signed contracts of barter trade 
worth 45 million Swiss francs, and its cash trade volume 
reached 5 million U.S. dollars. It has purchased 110- 
million-yuan goods for export, and has cooperated in 
154 projects with other domestic partners. It has also 
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introduced 150 million yuan funds. With 5 five leagues 
and cities contiguous to the Soviet Union and Mongolia, 
it has a borderline of 1,700 kilometres. [sentence as 
received] 


70 agreements and contracts have been signed between 
the league and the Soviet Union, and the cooperation 
with Mongolia in trade, economy and technology is well 
under way. Its cash trade with Japan and Hong Kong is 
going on smoothly. 


The league is also cooperating with the companies from 
the united States, West Germany, Denmark, Holland 
and Britain in producing liquid ethyne, reciprocating 
harvesters, potato slack and quality milk powder. 


Jiangsu Rural Firms Sets Up Foreign Joint 
Ventures 
HK2701153989 Beijing CEI Database in English 
27 Jan 89 


[Text] Nanjing (CEI}—The township enterprises in 
Jiangsu Province had established 125 joint ventures with 
foreign businessmen by the end of last year. Eighty-four 
of them were set up in 1988, constituting 34 percent of 
the province’s newly established enterprises. 


Jiangsu Province ranks first in the development of 
township enterprises in China. The industrial output of 
its township enterprises constitutes 40 percent of the 
province’s total. The joint ventures run by township 
enterprises and foreign businessmen involve light, tex- 
tile, chemical, metallurgical, energy and machinery 
industries. Most of them are of medium or small sized. 


Silk Exports From Jiangsu Province Expected To 
Increase 

HK0102135989 Beijing CEI Database in English 

1 Feb 89 


[Text] Nanjing (CEI)—Jiangsu Province, China’s biggest 
silk exporter, plans to bring its silk export to 370 million 
U.S. dollars in 1989, 11.7 percent higher than the 334 
million of 1988. 


Of the total export, there will be 45 million meters of 
pure silk, silk garment at the value of 33 million dollars, 
and embroidery goods at the value of 7 million dollars. 


The increase is due to the estimate of state purchases of 
85,000 tons of silk cocoons this year. 


Shanghai Eyes World Garment Market 
OW2901035389 Beijing XINHUA in English 
1455 GMT 26 Jan 89 


[Text] Shanghai, January 26 (XINHUA)—At an inter- 
national fashion festival held in Hong Kong recently 
Shanghai’s garments, used to being left out in the cold, 
were well received. 
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A municipal official in charge of the garment industry 
said Shanghai’s garment industry has always paid great 
attention to the application of the lumest [as received] 
technology. However, in the mid-1960s, the city turned 
out only tunics in blue, white, grey and yellow. 


Although it began to catch up with the outside world in 
the early 1970s, its garments were still regarded as 
old-fashioned. 


But, the official said, as a result of timely collection of 
information from markets at home and abroad, Shang- 
hai’s garment varieties and patterns are approaching the 
latest international trends. 


People’s attitudes have changed with the open policy and 
the national reform over the past ten years, and they 
spend more on dressing, the official said. 


While buying a woolen overcoat worth more than 1,000 
yuan at a department store, a customer complained of 
the high price. ; 


But she said: “It is worth buying so long as I am satisfied 
with it and hear others admire it.” 


The official said even people with little money and old 
people are eager to keep up with the fashions. 


He said, to compete on the international market, Shang- 
hai has upgraded the technology of its garment industry 
and expanded production facilities. At present, the city 
has more than 1,000 garment designers, whose designs 
have won prizes at home and abroad. 


In addition, the city’s fashion model teams have trav- 
elled to European, American and Asian countries to 
show off Shanghai-made garments. 


Technological Exports From S 
OW0102152289 Beijing XINHUA in English 
0700 GMT 31 Jan 89 


[Text] Shanghai, January 31 (XINHUA)—Shanghai, 
China’s leading industrial center, exported technological 
products worth more than 100 million U.S. dollars last 
year, four times more than the previous year. 


A municipal government official said the city exports a 
wide range of technological products including equip- 
ment for pharmaceutical production, sophisticated 
instruments and products for the light and textile indus- 
tries. 


The official said the increase was due to better quality 
products and more attention being paid to the needs of 
customers. 


A number of Shanghai’s institutions have set up techni- 
cal and trade centers and have participated in sabes 
exhibitions abroad. 
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Tianjin’s Foreign Investment Increases 
HK2701153789 Beijing CEI Database in English 
27 Jan 89 


[Text] Tianjin (CEI)}—Construction of 94 new projects 
began last year in Tianjin with a total investment exceed- 
ing 200 million U.S. dollars including 91.73 million 
dollars of foreign investment. 


By the end of last year tianjin had approved 324 foreign- 
funded enterprises with a total investment of 740 million 
dollars including 334 million dollars of foreign invest- 
ment. 


Of the total enterprises 165 were put into operation and 
the sales turnover reached 1.147 billion dollars, up 184 
percent over 1987. 


Tibet Border Area Develops Foreign Trade 
OW2501 194389 Beijing XINHUA in English 
0918 GMT 25 Jan 89 


[Text] Lhasa, January 25 (XINHUA)—The total foreign 
trade volume of the border areas of the Tibet Autono- 
mous Region reached over 100 million yuan in 1.88, 15 
percent more than 1987, and an all-time record since 
border trade resumed in 1984. 


Today 27 trade centers are operating in the border areas, 
including three large centers at Changmu, Jilong, and 
Pulan. 


Major exports include wool, sheep, and agricultural 
products. 


Major imports include cloth, brown sugar, rice, and 
flour. 


Foreign inhabitants of the border area can enter Tibet to 
a distance of 30 kilometers for cash transactions and 
barter trade. 


Border trade will continue to develop rapidly this year, 
according to an official from the region’s economic trade 
department. 


Zhejiang Contracts More Labor Service Abroad 
HK0902132589 Beijing CEI Database 
in English 9 Feb 89 


[Text] Hangzhou (CEI)—Zhejiang Province contracted 
27 projects abroad last year, involving a contracted 
volume of 12.65 million dollars. 


These contracts include housing, hydro-power, fishery, 
agricultural, medical, machinery, textile, and electronic 
projects, scattered in 20 countries and regions including 
Japan, the United States, Federal Germany, Singapore, 
Australia, Iraq, Morocco and Fuji. 


The business volume of these projects reached 32.4 
million U.S. dollars, or 85.7 percent more than 1987. 
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Hainan Governor Welcomes Foreign Investment 
OW2901 122889 Beijing Domestic Service in Mandarin 
1030 GMT 23 Jan 89 


[Text] Hainan Province welcomes multinational corpo- 
rations and major consortiums to come to Hainan and 
invest in large development projects. 


In explaining this idea, Liang Xiang, governor of Hainan 
Province, said recently: The idea, the result of nearly a 
year of studying, has been presented as a new way to 
develop and build up the great Hainan special economic 
zone. Since the announcement last year of the establish- 
ment of Hainan Province, it has proposed a principle 
stressing overall planning, selecting key locations for 
development, spreading their experience into the whole 
areas, and stressing results. The province has encouraged 
foreign firms to begin with the coastal region and to 
contract whole areas for comprehensive development of 
the local economy. The idea has attracted a great number 
of foreign investors. At present, the number of joint 
ventures, cooperative enterprises, and wholly foreign 
owned enterprises has reached 440 with a total contract 
investment of over 700 million yuan in renminbi as well 
as $300 million in foreign exchange. 


Major projects with foreign investment include a 
250,000-mu shrimp-breeding farm built by Thailand’s 
(Chengda) Consortium, a 250,000-KW second-phase 
project of the (Mazun) Power Plant to be built by the 
Hong Kong-Macao International Investment Corpora- 
tion, and others. Some of these projects have already 
started, while others are about to be put in production. 


To accelerate its pace of development and construction, 
Hainan Province will double its efforts this year to 
attract major foreign consortiums to build large key 
projects. The emphasis will be on such key projects as 
airfields, highways, power plants, and harbor communi- 
cations. 


LABOR 


Trade Union Leader Urges Unity With Workers 
OW0302014189 Beijing XINHUA in English 
1511 GMT 2 Feb 89 


{Text} Beijing, February 2 (XINHUA)—Entrepreneurs 
should unite with and rely on workers, a trade union 
leader said here today. 


Ni Zhifu, president of the All-China Federation of Trade 
Unions, said only when entrepreneurs regard workers as 
the masters of the enterprise can the enterprise be run well. 


Ni called today on the relatives of Zhang Binggui, a 
model assistant of the Beijing Wangfujing Department 
Store, and on Shi Chuanxiang, a model janitor of the 
capital. 
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He said: ““Zhang is the model Chinese worker. His highly 
developed spirit of service to customers should be widely 
emulated.” 


Guo Chuanguo, manager of the department store where 
Zhang worked, said several of Zhang’s apprentices were 
doing a good job. The store offered more than 32,000 
varieties of goods, and last year, the sales volume topped 
529 million yuan. 


Zhang Binggui died in 1987. Last September, the depart- 
ment store erected a bronze bust of him in front of the 
store. 


POPULATION 


Policy on Couples Who Flee From One-Child 

1) 

HK2501055189 Hong Kong ZHONGGUO TONGXUN 
SHE in Chinese 1402 GMT 20 Jan 89 


[Report: “Couples with More than One Child Seek 
Shelter Along Borders of Hunan, Hubei, Sichuan, and 
Guizhou”’] 


[Text] Beijing, 20 Jan (ZHONGGUO TONGXUN 
SHE)—The 11 counties and cities along the borders of 
Hunan, Hubei, Sichuan, and Guizhou have become 
shelters for “‘couples with more than one child.” More 
than 9,700 people with more than one child have gone 
there in order to escape from the one-child policy for 
family planning. They generally have 3 to 8 children. 


Of the 6,000 households coming from other areas to 
Jishou, the capital city of Xiangxi Prefecture, more than 
800 have come under the pretence of doing business in 
order to escape from the family planning policy. 


In Liye, a town of Longshan County in the boundary 
area of Hunan and Sichuan, more than 200 people have 
come from other areas to escape from the family plan- 
ning policy. A peasant from Daxi Township of Youyang 
County, Sichuan Province, came to Liye in 1985 when 
she had two daughters. In the following year she had 
another daughter, and last year she gave birth to yet 
another baby girl. She said: “I will continue to give birth 
until I have a boy, otherwise I will be teased when I go 
back to my hometown.” In another case, a 30-year-old 
woman and her husband were both workers in a factory 
in Songtao County, Guizhou Province. They had already 
three children when they fled from their factory to 
Jishou, and then to Huayuan and Longshan, in order to 
give birth to a fourth child and in order to seek shelter 
there. On the bus ride to Fengxian, the woman gave birth 
to her fourth child. Therefore, as the child had already 
been born, they were not afraid of being criticized when 
they went back to their hometown. 
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More and more people are trying to escape from the 
policy on birth control. This makes family planning 
more difficult, but the government still has no effective 
measures to prevent it. 


TRANSPORTATION 


Freight Volume Between USSR, Heilongjiang 
HK0302130989 Beijing CEI Database in English 
3 Feb 89 


[Text] Beijing (CEI)}—The total freight volume between 
Heihe City in northeast China’s Heilongjiang Province 
and the Amur region in the Soviet Union surpassed 
21,000 tons from January 5 to 30. 


The export goods include textiles, garments, electrical 
equipment, electronic products and machinery. The 
imported goods from the Soviet Union include chemi- 
cals, timber and marine products. 


More Local Railways; Fujian Electronics Exports 
OW2501035189 Beijing XINHUA in English 
0102 GMT 25 Jan 89 


{Excerpt} Beijing, January 25 (XINHUA)—Today’s eco- 
nomic news briefs: 


Locally-Financed Railways 


Last year, four railway lines with a total length of 323 km 
were built with locally-collected funds, bringing the total 
length of such lines to 3,200 km. 


In addition, some 18 locally-financed railway lines, 
totalling 1,337 km, are now under construction. Six, 
totalling 468 km, are expected to be put into use this 
year. 


By the year 2000, railway lines built with local funds and 
run by local governments will reach 10,000 km [passage 
omitted]. 


: ' Shipyard Launches First Export Ship 
or 

OW2801210489 Beijing XINHUA in English 

1543 GMT 26 Jan 89 


[Text] Shanghai, January 26 (XINHUA)—The 
“Moniuszko,” a 18,200 dwt [deadweight ton] ship con- 
structed by the Shanghai Jiangnan Shipyard, was 
launched here today. 


The China-designed, multi-purpose ship is the yard’s 
first export ship this year and the last of a series of four 
it has made for the Chinese-Polish Joint-Stock Shipping 
Company (CPJSSC). 


The “Chopin,” another ship in the series, will be offi- 
cially made available to the user tomorrow. 
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The CPJSSC, the first Chinese-Polish joint venture, has 
so far built nine large ships in China, bringing its fleet to 
23 ships with a combined dwt of 460,000. 


In 1989 and 1990, the 120-year-old Jiangnan Shipyard 
will manufacture four 65,000 dwt ships for overseas 
users. 


AGRICULTURE 


World Bank Loan Helps Yunnan 
HK 1002062589 Kunming Yunnan Provincial Service 
in Mandarin 1100 GMT 9 Feb 89 


[Text] According to YUNNAN RIBAO, the World Bank 
granted a loan of $48 million to our province in February 
1988. 


Part of the loan has been used to transform and upgrade 
the rubber and tea plantations of our province and to 
develop the planting of coffee, hot pepper, and fruits as 
well as animal husbandry and the processing industry 
relating to these products. By the end of 1988, more than 
50 million yuan had been used. 


The loan granted by the World Bank is on favorable 
terms and the term of its redemption is long. The loan 
has instilled new vigor into the exploitation and use of 
our province’s agricultural resources, made up for the 
shortage of funds for agricultural exploration projects, 
increased capital input in agriculture, promoted the 
establishment of commodity bases, and enabled our 
province to import some advanced technology and 
equipment. 


Agricultural Bank Starts Foreign Exchange 
Service 


OW2701225989 Beijing XINHUA in English 
0859 GMT 27 Jan 89 


[Text] Beijing, January 27 (XINHUA)—The Agricul- 
tural Bank of China will officially launch its foreign 
exchange service from today on following a successful 
four-year trial run, CHINA DAILY reported today. 


The Agricultural Bank of China is the second largest of 
the country’s four specialized banks and it has a 
monoply on banking business in the vast rural regions. 


The bank started its foreign exchange service in the 
coastal areas on a trial basis in 1984 when China’s 
open-door policy had got into full swing, the newspaper 
quoted Qin Qi, general manager of the bank’s interna- 
tional department as saying. 


Over the past five years, it has introduced about 405 
million U.S. Dollars in foreign capital from the world 
bank and overseas commercial banks. 


The bank has extended the foreign exchange service to 
clients in 26 provinces or regions, he said. 
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Its foreign exchange deposits rose by almost 60 percent 
last year compared with 1987 and money available for 
loans went up by just over 70 percent, according to Qin. 


The service was introduced as an effort to help state-run 
farms and rural enterprises in the coastal regions develop 
products for export, to buy advanced technology and 
equipment from overseas for upgrading their products 
under the country’s current economic strategy of devel- 
Oping its coastal regions. 


The bank will give priority to agriculture and export- 
oriented rural enterprises in the awarding of foreign 
exchange loans in the future, said Qin. 


Taxes Planned on Alcohol Production 
OW?101052289 Beijing XINHUA in English 
1620 GMT 20 Jan 89 


[Excerpts] Beijing, January 20 (XINHUA)}—Taxes are to 
be levied on factories producing spirits in proportion to 
the amount of alcohol in the drinks, Minister of Light 
Industry Zeng Xianlin said during a telephone confer- 
ence with XINHUA. 


Zeng said that no spirits producer will be exempt from 
paying product tax, value-added tax, or income tax. 


This move is intended to limit the production of poor 
quality, but high grain-consuming white spirits, the min- 
ister told XINHUA. [passage omitted]. 


It has been learned that more than 10 million tons of 
grain were used to make spirits last year. 


Revision of Grain Distribution System Proposed 
40060197 Beijing ZHONGGUO XINGZHENG 
GUANLI [CHINA ADMINISTRATION] in Chinese 
No 10, 16 Oct 88 pp 28-30 


[Article by Hao Jinwen 6787 2516 2429, Ministry of 
Commerce: “A Cursory Discussion of Administrative 
Control Problems in the Flow of Grain’’] 


[Text] While the country has been busy with reform, 
opening to the outside world, and enlivening the econ- 
omy in recent years, the grain circulation sector has 
come up with the slogan, “a shift from controls to 
administration,” in an emphasis on the use of economic 
methods to manage the circulation of grain. Rarely, 
however, has anyone raised the issue of administrative 
control over grain circulation. It seems to have become a 
“forbidden zone.” This article attempts to explore this 
issue. 


Grain is the foundation underlying the national eco- 
nomic foundation. Throughout history, rulers have 
always paid a great deal of attention to the contro! of 
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grain, and have used various means, including adminis- 
trative, economic, and legal methods to control and 
manage it. In the development of a commodity economy 
in which the emphasis is on the use of administrative 
methods to run the economy, intensification of admin- 
istrative control over grain circulation remains 
extremely important. 


A. Grain is an important good having a bearing on the 
national economy and the people’s livelihood. Its distri- 
bution within the reproduction process differs from 
exchange and is also intertwined with circulation. This 
necessitates a proper amount of state intervention and 
macroeconomic control over it. 


B. Though China has a large land area, the amount of 
land per capita is limited, and grain output is not 
consistent. Only 400 kilograms per capita are produced 
each year. For natural and historical reasons, grain 
production has developed extremely unevenly in differ- 
ent regions. Total supply and total demand for grain are 
also uneven, and grain will tend to be in short supply for 
a long time to come. This situation is bound to require 
the state to intensify administrative control and macro- 
economic control of grain. 


C. China is currently in the primary stage of socialism in 
which it is building a planned commodity economy on a 
foundation of state ownership of the means of produc- 
tion. This inevitably requires planned organization of 
the circulation of commodity grain. Peasant enthusiasm 
for grain production depends on party and government 
formulation of correct policies that arouse enthusiasm. 
Inasmuch as it is not possible to increase the degree of 
peasant organization, a certain amount of administrative 
control remains necessary to lower the costs of doing 
business. 


D. Though grain is a commodity having the attributes 
common to commodities in general, it is also a basic 
means of livelihood, the foundation of the national 
economy, and the basis for all prices. Every country in 
the world seeks to develop and stabilize its production. 
How can we imagine the removal of price restraints, the 
abandonment of administrative control and macroeco- 
nomic control, and the institution of free competition 
and free procurement and marketing of grain? 


The foregoing situation shows the need for serious atten- 
tion to and an intensification of administrative control 
Over grain circulation with positively no laissez-faire 
attitude. 


Administrative control over grain circulation is exer- 
cised primarily through the drawing up and handing 
down of command plans, the promulgation of economic 
policies for grain, the direction of the flow process, and 
industrial and commercial administrative control. Spe- 
cifically, first is the exercise of administrative control 
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authority over enterprises and markets, and the exercise 
of property ownership authority over state-owned grain 
businesses. Second is the use of guidance-style produc- 
tion plans, and procurement and marketing plans for 
principal kinds of grain such as rice, wheat, and corn, 
with the institution, when necessary, of command-type 
procurement plans and marketing plans. Third is the 
building of a grain reserve regulatory system at different 
levels for the regulation of supply and demand, and to 
stabilize market prices. Fourth is the application of 
multiple economic control measures and financial sub- 
sidies to regulate grain production, circulation, con- 
sumption, imports, and exports. Fifth is the building of a 
fine market system through grain market legislation and 
attendant administrative control regulations. Most 
important is plan controls and policy coordination. 


A. State exercise of macroeconomic control over grain 
circulation through plan controis. As the link between 
production and consumption, circulation is determined 
by production and consumption, and also reacts on both; 
under certain conditions, it also plays a decisive role. 
Therefore, plan control over grain circulation is an 
important aspect of plan guidance for grain production 
and consumption. However, the state need not and 
should not completely monopolize the flow of grain 
commodities and directly control them. 


Procurement and marketing of grain should proceed 
from China’s realities. Neither should there be a contin- 
uation in the same old rut of highly centralized direct 
plan control as the primary or the sole method, nor 
should there be a complete rejection of the need for plan 
controls. Different circumstances will require the use of 
different methods, including direct plan control, indirect 
plan control, and no plan control with the market doing 
the regulating, thereby giving expression to the need for 
consciously acting in accordance with the body of social- 
ist economic law rather than just any certain pattern. 


In a planned commodity economy, the state must exer- 
cise a certain degree of direct control over grain circula- 
tion; however, the extent of command-style plan control 
should be gradually reduced, the standard for the 
amount of decrease being guaranteeing supplies to the 
armed forces and strategic reserves. The principle to be 
followed to determine the amount to be purchased and 
sold should be to let needs determine purchases, main- 
taining a balance between supply and demand. A com- 
bination of economic methods and necessary adminis- 
trative intervention should be used in the procurement 
and marketing of this grain to insure fulfillment accord- 
ing to plan. Additionally, the prevailing command-style 
plan control of grain, including grain rations for the 
non-agricultural population in cities and towns, should 
be be changed step by step to a guidance-style plan. The 
procurement and marketing of grain and negotiated 
prices that state-owned grain businesses currently 
employ should also be brought under guidance plans, 
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macroeconomic control and coordination being done as 
warranted, guidance plans thereby gradually becoming 
the main way of controlling the circulation of grain 
commodities. 


B. Administrative control is a form of organizational 
activity. When the state exercises administrative control 
over grain circulation, one important matter is policy 
coordination. In view of China’s national circumstances 
and the grain situation, the following policies should be 
drawn up for grain circulation. 


1. Production policy. Production determines circulation. 
Increase in production is made possible by the improve- 
ment of conditions for production, increase in invest- 
ment, and a rise in both the level of science and technol- 
ogy and administration and management. In order to 
achieve the country’s strategic goals for gross output of 
grain by the end of this century, the state must now 
formulate policies to increase investment in agriculture, 
and to encourage collectives and peasants to invest in 
agricultural production. Policies must also be formu- 
lated to bring fixed procurement prices into line gradu- 
ally so that fixed procurement prices gradually approach 
market prices. Within agriculture, the gap in economic 
returns between one sector and another needs readjust- 
ment, strength being drawn from the high end to make 
up for weakness at the low end in order to safeguard the 
enthusiasm of the peasants for growing grain. Policies 
are needed to perfect and to deepen rural economic 
system reform, to promote a readjustment of land rela- 
tionships, to strength land control, and to encourage the 
concentration of land in order to increase the economies 
of scale. Policies are also needed to provide socialized 
and serialized services to the rural commodity economy 
before, during, and after production. 


2. Circulation policy. The general policies regarding 
grain circulation should be as follows: Rural villages 
should provide the grain that the country needs against 
procurement plans. The price that the state pays peas- 
ants should be fair and equitable, exchange being of 
equal value or near equal value. Both parity price grain 
and negotiated price grain sold by the state should be 
made a part of plan, unified planning and complete 
planning being done that takes all factors into consider- 
ation. 


When formulating specific policies, the principle should 
be market regulation of major commodities under plan 
guidance and market regulation of minor commodities, 
as well as command-style plans for grain sold at parity 
prices, and guidance-style plans for grain sold at negoti- 
ated prices. In wholesaling, state-owned grain companies 
should be paramount, supply and marketing coopera- 
tives being ancillary. Diverse economic entities should 
be permitted to retail grain. For cities, the principle 
should be that state-owned grain companies operate the 
grain business; in rural villages, various economic enti- 
ties can be allowed to deal in grain. Fixed amounts of 
grain supplied at a parity price should apply to grain 
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rations for city and town residents; grain for industries 
should be supplied at negotiated prices. In short, depend- 
ing on who is involved, there can be control and liberal- 
ization, controlled liberalization, liberalized control, and 
a combination of control and liberalization to comple- 
ment each other. 


3. Consumption policy. The overall principle here 
should be as follows: Supply in the amount called for in 
plan, with no additional amounts being supplied outside 
of plan. Conservation, no waste, and a reduction in the 
use of grain outside of plan should be encouraged to 
control the use of grain for livestock feed and the making 
of alcoholic beverages. The sale of alcoholic beverages 
should be a state monopoly, tax revenues and profits 
reverting to the national treasury. 


4. Policy toward enterprises. The separation of govern- 
ment and enterprise should be carried out, thereby 
enabling state-owned grain enterprises to become rela- 
tively independent economic entities, themselves 
responsible for the operation of their business, and 
themselves responsible for their own profits and losses. 
Therefore, grain enterprises’ profits and losses must be 
kept strictly separate from government financial subsi- 
dies. They may not be co-mingled, nor can enterprises 
“profits” be use to offset government “subsidies.” 
Simultaneous with their enlivening, enterprises should 
be placed under state plan guidance and macroeconomic 
control. 


5. Policy about state financial subsidies. Grain prices 
depend on government financial subsidies, and this is 
likely to continue for a fairly long time to come; how- 
ever, the amount of government financial subsidies 
should be relatively stable. Furthermore, when condi- 
tions make it possible, hidden subsidies should become 
open subsidies. The existing policy has to be changed. 
Grain subsidy methods such as level-by-level contract- 
ing, numerous middlemen, numerous categories, and use 
of enterprise profits to offset losses must be repealed, the 
state making direct subsidies to procurement units. 


6. State regulation policy. Both the state and all provincial 
governments should establish grain reserve regulatory 
agencies able to dump grain on the market or withhold 
grain from the market in order to regulate the market, and 
level out prices to protect the interests of producers and 
consumers alike. The state will have to allocate a certain 
amount of grain reserve funds to the reserve agencies. As 
government regulatory agencies, grain reserve agencies 
should perform government administrative control func- 
tions, using the power of government financial resources to 
regulate grain circulation. 


Administrative control over grain circulation cannot 
work without a group of agencies. It will be necessary to 
set up corresponding administrative control agencies for 
the development of a planned commodity economy. The 
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grain circulation system that we envision is a commodity 
circulation system under state macroeconomic control 
and plan guidance. Realization of this goal requires a 
further deepening of reform of the state grain economic 


system. 


On the basis of the lessons learned during the past 9 years 
in reform of the country’s grain economic system, | 
believe that economic system reform and political 
reform should be carried out in tandem, government 
being separated from enterprise, a functional division of 
labor spelled out, and a coordinated, efficient, and highly 
effective grain circulation administrative control mech- 
anism established that is able to respond to the develop- 
ment of the socialist planned commodity economy. If 
this is done, China’s grain markets will not be free 
markets, but state-regulated markets, i.e., planned com- 
modity markets. However, they will not be regulated by 
state-owned grain enterprises, but rather state functional 
units will regulate them through the use of economic 
levers and administrative means. This system would 
have the following features: 1. It would be forbidden for 
any one dealing in grain to monopolize grain markets; 2. 
For the major kinds of grain, market regulation would be 
under state plan; and 3. Secondary grains would be 
completely market regulated. 


In order to strengthen administrative control and eco- 
nomic control of grain circulation within society, gov- 
ernment at all levels would have to set up administrative 
Organizations for the purpose of controlling grain. As 
integral parts of the government, these organizations 
would exercise government authority to control grain. 
More ideally, they would be responsible for leadership 
and control of production, procurement, marketing, pro- 
cessing, and export of grain in a single continuous 
process. 


In addition to exercising planned control over state- 
owned grain enterprises, the main duty of grain admin- 
istrative control units would be to focus on controlling 
the circulation of grain commodities in society. Grain 
associations established at all levels would coordinate 
relationships among units concerned, and do a good job 
of administrative control and providing services. Indus- 
trial, commercial, and government tax units would work 
together to establish and perfect grain laws and regula- 
tions, the law being used to regulate grain and control 
markets. 


Animal H Developing 
OW0702233 189 Beijing XINHUA in English 
0923 GMT 7 Feb 89 


[Text] Beijing, February 7 (XINHUA)—Today’s eco- 
nomic news briefs: 


Development of Animal Husbandry 


China’s northernmost province of Heilongjiang is devel- 
oping animal husbandry as part of the effort to boost 
agriculture. 
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The province, one of the country’s ten major pastoral 
areas, now has 480,000 dairy cows. The local authorities 
have set up a number of farms for breeding cattle, milk 
cows, hogs, sheep, including fine-wool breeds, and poul- 
try. 


Vaccine 


After 30 years’ effort, the Institute of Veterinary Medi- 
cine in Jiangsu Province, east China, has developed a 
vaccine for controlling pigs’ coughing fit. 


In protection of healthy pigs it has proved 84 percent 
successful in trials. For sick pigs it has proved 93 percent 
successful. 


ny Mongolian Herdsmen Increase Earnings in 
OW0102144289 Beijing XINHUA in English 
0653 GMT 31 Jan 89 


[Text] Hohhot, January 31 (XINHUA)}—Herdsmen in 
the Inner Mongolian Autonomous Region, China’s big- 
gest animal husbandry producer, earned on average 28 
percent more last year than in 1987, according to 
recently published figures. 


The average income of the 2 million herdsmen in the 
region reached 850 yuan last year. The average income 
of the region’s 12 million farmers was just under 500 
yuan. Both figures were 28 percent increases on the 
previous year. 


The region is now 12th in the rankings of provinces and 
autonomous regions in the country measured in terms of 
average earnings, moving up from 18 the year before. 


A spokesman for the regional statistics bureau attributed 
the increase to the achievements of the contract respon- 
sibility system, which ties earnings to production, and to 
higher prices for farm and animal produce. 


The region’s total grain output last year was 7.38 million 
tons, a record high. There were 36 million head of 
livestock by the end of last year. 


Jiangsu Aquatic Production 
OW3 101230389 Beijing XINHUA in English 
1621 GMT 31 Jan 89 


[Text] Aquatic production output of eastern China's 
Jiangsu Province reached 1.03 million tons, 11 percent 
more than the previous year. 


It is the first time for the province’s aquatic production 
to exceed | million tons in its history. It has become one 
of the country’s five major aquatic producers. 
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Jiangxi Tobacco Area 
40060243 Nanchang JIANGXI RIBAO in Chinese 
7 Jan 89 pl 


[Summary] In the past, Jiangxi Province purchased more 
than 90 percent of its tobacco from other provinces. In 
1989 Jiangxi will increase its tobacco area; 535,000 mu 
have been sown to tobacco, of this area, 428,000 mu has 
been sown to flue-cured tobacco. The Jiangxi Tobacco 
Company has purchased 1,800 kilograms of high-quality 
seeds from other provinces. 


Liaoning Increases Farm Project Investments 
—— Beijing CEI Database in English 
8 Feb 89 


[Text] Shenyang (CEI)—Liaoning Province has decided 
to invest 4 billion yuan in the coming five years on five 
major agricultural projects in the province. Work on 
some of the projects has begun. 


The five projects are: 


160 million yuan of state and provincial investment to 
harness the Liaohe River and prevent it from flooding; 


1.4 billion yuan for building the Guanyin Reservoir 
capable of holding 2.1 billion cubic meters of water so as 
to solve the water shortage in Panjing, Yinko and 
Anshan; 


1.65 billion yuan to develop the Liaohe River Delta, 
opening up 53,000 hectares of paddy fields, 53,000 
hectares of shoals, transform 53,000 hectares of weed 
growing land, open up | 3,000 hectares for weed planting 
and transform 66,000 hectares of low-yielding land; 


Improvement of 200,000 hectares of land in Chaoyang, 
Jinzhou and Fuxin; and improvement of the medium 
and low-yielding hilly land in the northern and western 
part of the province into terrace land for wheat and grain 
planting and the transformation of 40,000 hectares of 
alkaline and low-lying land into paddy fields. 


: 1988 . 
n 

HK 1002063989 Xian Shaanxi Provincial Service 

in Mandarin 0030 GMT 10 Feb 89 


[Excerpts] Last year witnessed a bountiful harvest of 
stock raising in our province. The gross output of meats, 
eggs, milks, and wool all topped all previous records. 
[passage omitted] By the end of 1988 the amount of live 
pigs reached more than 7.58 million heads and the 
amount of domestic animals, sheep and poultry 
increased by a big margin, all recording an new high. 
[passage omitted] In 1988 the provincial total output of 
meats, eggs, milks, and wool increased by 14 percent, 32 
percent, 11 percent and 22 percent respectively over the 
previous year. 
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Shandong Improves Livestock Production 
HK3101134789 Beijing CEI Database in English 
31 Jan 89 


[Text] Jinan (CEI)}—Beneficial policies and good provin- 
cial government services helped Shandong farmers raise 
livestock worth five billion yuan last year. 


The figure represents a 10 percent rise over the previous 
year. By the end of last year, Shandong had raised 6.01 
million head of farm animals, up | 1.6 percent more than 
in 1987. 


Included were 17.22 million pigs, (up 11.3 percent) 
17.93 million sheep, (up 27.7 percent) and 200 million 
geese, ducks and chickens. 


An agriculture official said the provincial government 
increased farm spending by 60 million yuan last year and 
local governments also issued specific policies to support 
farmers in raising more livestock. 


In addition, the provincial government spread the use of 
modern scientific farming methods by publishing tech- 
nical materials and offering workshops to train agricul- 
tural technicians. 


It also engaged veterinarians to help prevent and control 
animal diseases. 


Animal H Increases in Tianjin 
SK0102133689 Tianjin TIANJIN RIBAO 
in Chinese 14 Jan 89 p 1 


[Text] In 1988 Tianjin Municipality scored a relatively 
rapid progress in animal husbandry, sideline production, 
and fishery. According to statistics of the municipal 
Statistics Bureau, the 1988 total agricultural output 
value of the municipality was estimated at 1.77 billion 
yuan, calculated in terms of 1980 constant prices, show- 
ing a 1.2 percent increase over the previous year. 


According to statistics, of the total agricultural output 
value, the output value of animal husbandry amounted 
to 440 million yuan, a 10.9 percent increase over the 
previous year, that of sideline production, 240 million 
yuan, a 9.2 percent increase; and that of fishery, 110 
million yuan, an 11.9 percent increase. Various districts 
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and counties, except for Baodi County, Wuging County, 
and Xijiao District, effected increases in their total 
agricultural output to varying degrees. The increase rate 
in Nanjiao District was larger than anywhere else. Nan- 
jiao District increased its agricultural output value by 12 
million yuan, registering an increase of 17.3 percent. 


In addition, thanks to a series of preferential measures 
adopted over the past few years, including the issuance 
of loans with discounted interest, and owing to the 
method of encouraging state departments, collectives, 
and peasant households to jointly develop pig raising 
bases, the number of hogs in stock has increased rapidly. 
At the end of 1988, the number of hogs in stock reached 
700,000, a 38.6 percent increase over the 1987 figure of 
505,000. Of this, the number of breeding hogs increased 
most rapidly. At the end of 1988, the number of breeding 
hogs reached [illegible] a 130 percent increase over 1987. 
Meat output in 1988 was estimated at 74,700 tons. It is 
estimated that this year the municipality will witness a 
big increase in hog production. 


According to information specially provided by a perti- 
nent person of the municipal Statistics Bureau, although 
the municipal agricultural production was affected by 
waterlogging, windstorms, and hailstorms last year, var- 
ious districts and counties made great efforts to create a 
fine environment for agricultural production, reasonably 
readjusted the structure of grain crops, and expanded the 
vegetable growing acreage. As a result, the municipality 
set a record high last year in output of summer grains, 
with total output reaching 529 million kg, showing a 10 
percent increase over the previous year. In addition, 
vegetable output totaled 1.375 million tons, an 11- 
percent increase over the previous year. As a matter of 
fact, it is not easy to achieve such a good result during a 
disaster year. 


Yunnan Grain Procurement 
40060243d Kunming YUNNAN RIBAO in Chinese 
7 Jan 89 pl 


[Summary] As of 31 December 1988, Yunnan Province 
had put 870,000 tons of contracted grain in storage, 
fulfilling 93.2 percent of the task, and was an increase of 
38,570 tons over 1987; 330,000 tons of negotiated grain 
was procured, an increase of 38,290 tons and the amount 
put in storage increased 76,800 tons over 1987. 
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Bai Hua Criticized for Remarks Blaming Victims 
of Japanese Aggression 

40050217 Hong Kong CHIUSHIH NIENTAI [THE 
NINETIES] in Chinese No 228, Jan 89 pp 62-64 


[Article by Peng Wenyi 1756 2429 6654: “A Victim of 
Tyranny, Bai Hua Shows No Sympathy for Other 
Victims” 


[Text] I am honored to have had the unity to meet 
with Liu Binyan [0491 6333 7159], Pai Yang [2672 
2799}, Wu Zuguang [0702 4371 0342], and Bai Hua 
[4101 2901], the four luminaries of our times, in the last 
few years. Of course I am also privileged to have met 
other famous people, but these four are no doubt in a 
class by themselves. Under brutal and overwhelming 
political pressure, they to summon up the 
moral courage of the traditional scholar and said what 
they said, for which they have paid a price to varying 
extents. In this respect they resemble Yin Haiguang 
[3009 3189 0342], whom I greatly admired during my 
student days in Taiwan. 


Personally I have always refrained from judging intellec- 
tuals on the mainland using high moral standards. When 
some arrogant overseas figures chide certain scholars or 
intellectuals as “shameless” and “too shameless,” I 
invariably remind myself that it is easier to be your own 
man when you are abroad, unlike in China where not 
only your own life, but also the future of your wife and 
children, may be on the line. Since many people overseas 
(including myself) swallow indignities for minor material 
gain, what right do we have to demand that intellectuals 
on the mainland be superhuman? All of us should know 
that a “holier than thou” attitude is disgusting. 


In addition, the problem with Chinese intellectuals is 

ism. Intellectuals overseas who have really 
been influenced by Western ideas should not cross 
swords with their mainland counterparts on issues of 
moral integrity. 


I have deep admiration for mainiand intellectuals pre- 
cisely because I do not make excessively stringent moral 
demands. Besides those mentioned above, I admire 
people who have been to even more brutal 
assaults, such as Wei Jingsheng [7614 0079 3932], Fu 
Yuehua [0265 2588 5478], Liu Qing [0491 7230}, Ren 
Wanding [0117 3979 3957}, Li Yizhe [2621 0001 0772}, 
and countless others who have made sacrifices in the 
name of ideals. This admiration makes me and possibly 
other overseas intellectuals treat them as heroes. They 
symbolize the spirit of stubbornly choosing good and 
refusing to be subdued by force. Honestly, therefore, 
what they say is actually of lesser importance. 


It is actually a difficult thing to discuss mainland intel- 
lectuals. Their comments on public affairs are part of 
their indomitable spirit. Thus to remark on what they 
say may easily be misconstrued as an attack on their 
spirit and image and would to a large extent end up 
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helping the devil. Since feeling sympathy for the weak 
and the victimized is one of the most natural human 
instincts, ordinarily we should respect the spirit they 
symbolize and not quibble over what they say. The fear 
is that we are not doing enuugh to protect and nurture 
this voice, which is like a seedling, so how can we attack 
it? 


Paradoxically, however, | want to discuss Bai Hua’'s 
public statements here. The reason is that he has 
expressed some very absurd opinions during his trip to 
the United States. I hope that my pointing out that he 
misspoke would not be considered a deliberate attack on 
this good-natured scholar. 


Bai Hua spent September and October on a lecture tour 
across the U.S. One of his topics was “Projecting China’s 
future from the present situation.” (The November issue 
of CHIUSHIH NIENTAI reported on it, but unfortu- 
nately not in detail.) The lecture was a rambling, discur- 
sive kind of talk. Basically what he said was that China 
does not have much hope. Why? Because of the poor 
quality of the Chinese, political autocracy, and the 
feebleness of Chinese intellectuals. He stressed in partic- 
ular the timidity and over-cautiousness of the Chinese, 
including intellectuals. 


He said, “The overwhelming majority of Chinese have 
this ancient traditional Chinese mentality: they hope 
that others would say what they dare not say. They are 
willing to listen and may clap—if everybody else does so. 
This is because historically the ‘law does not punish the 
masses.” It is like a battle where everybody wants to 
squeeze into the middie. That is why in this great nation 
of ours, most people stay in the middle. This is the state 
China is in today. We cannot deny that. Because of it, 
our nation has languished for thousands of years.” 
(Quoted in HUACHIAO JIHPAO, North American edi- 
tion) 


Certainly, what is current could not possibly account for 
thousands of years of stagnation in history. But this is 
just a poor choice of words we can ignore. Earlier in the 
century, Hu Shih put forward a “bold assumption.” If he 
could come back to earth today and hear Bai Hua’s bold 
proposition, he would probably have to marvel that the 
younger generation has surpassed the old. To sum up the 
He Han debate, which has gone on for thousands of 
years, in just one sentence really does not make sense. 
Moreover, is the tendency to “crowd around the middle” 
the real reason behind the lack of progress in Chinese 
culture? 


But this is not why I want to talk about Bai Hua. There 
is this interesting phenomenon among some intellectu- 
als: in this day and age they still blame the enormous 
difficulties China has faced on its road to modernization 
on the poor quality of the Chinese people. Bai Hua 
thinks that Chinese are a bunch of gutless people who 
tend to crowd around the middie. In Taiwan, Pai Yang 
has also put forward the idea of the “ugly Chinese,” 
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citing many Chinese weaknesses, including their pen- 
chant for infighting. Bai Hua thinks Chinese kowtow to 
foreigners and Pai Yang says they love infighting. Add 
them together and the Chinese clearly become a subhu- 
man lot. 


Undeniably, national character is worth considering 
when comparing two different societies. It is often the 
first factor to come to mind. For example, Milton 
Friedman, the economist and Nobel Prize winner who 
just completed a visit to China, said in an interview 
published in the latest issue of FORBES magazine that 
he is more optimistic about China than about the Soviet 
Union because, first, the Chinese are more intelligent 
and, second, China is being influenced by overseas 
Chinese and Hong Kong. His is not a profound analysis, 
but we can see that national character is one factor 
Friedman considered quite naturally. 


Still we cannot use national character to explain every- 
thing as we please. To being with, national character 
took shape over a long period of time and is highly 
stable. Therefore, it cannot be used to explain short-term 
phenomena. For any one short-term change, we can 
certainly find other more direct reasons. For instance, 
under CPC rule, the Chinese economy has developed in 
a highly erratic way. Basically China is destitute. But you 
cannot blame the national character for this because you 
can hardly argue that Marxism, the Soviet communist 
economic system, the policies of the CPC, and more 
direct factors such as Japanese imperialist aggression 
and the civil war all have something to do with the 
Chinese national character. 


Second, what makes the theory that national character 
has impoverished China even less tenable is the fact that 
during the same period, Chinese in Hong Kong and 
Taiwan have created an economic miracle. The progress 
Taiwan has made in democratization has also discred- 
ited the bizarre notion that Chinese character is not 
suited to democracy. The people of Hong Kong and 
Singapore are law-abiding and disciplined. That too 
thwarts any attempt to explain Chinese unruliness with 
reference to national character. 


Third, when we discuss the good and bad points of a 
national character, we must make a comprehensive 
comparison at least and weigh the major strengths and 
weaknesses of the Chinese character against those of 
other nations. This is a very difficult thing to do. 
Identifying the characteristics of a nation is tough 
enough, not to mention deciding what is good and what 
is bad. (The process is one of subjective evaluation. For 
instance, Chinese intellectuals admire American individ- 
ualism even as they praise the group spirit of the Japa- 
nese. When Chinese display individualism, however, 
they criticize it as “disunity” and selfishness. When 
Chinese are compliant and compromise, they call it 
weakness. What kind of logic is this?) Unfortunately, 
people given to talking about the poor quality of the 
Chinese have little understanding of the outside world 
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and lack training in the social sciences. As a result, they 
take a snobbish attitude. he who succeeds becomes king 
and he who fails becomes a bandit. Since China is 
backward, the Chinese must be of a poor quality. 


However, Chinese like us who live overseas have discov- 
ered that there is absolutely no reason why Chinese have 
to apologize to anybody, including Bai Hua and Pai 
Yang, for their quality. According to IQ tests conducted 
at elementary schools in the U.S., Chinese children are 
generally more intelligent than other races. Their aca- 
demic and professional achievements provide ample 
evidence that there is nothing wrong with their quality. 
China is not doomed to ruin because of its cultural 
tradition: the achievements of Hong Kong and Taiwan 
show that there is hope. In the final analysis, therefore, 
the problem with China is not people, but institutions. 
Provided the institutions are improved, the many habits 
and practices Bai Hua and Pai Yang frown upon will 
soon disappear. 


It must be made clear that while I disagree with Bai 
Hua’s argument that Chinese are of a poor quality and 
with his use of this point to explain everything, I would 
not criticize him for resurrecting this outmoded idea. I 
want to discuss him primarily because he made refer- 
ences to the Rape of Nanjing, and in a way that is highly 
offensive. The Rape of Nanjing was a horrendous crime 
in human history. For the Chinese, it was a historic event 
of unparalleled pain. Everybody knows that the perpe- 
trators of the massacre were brutal barbaric Japanese 
soldiers and officers, not the innocent Chinese. What is 
clear is that the Chinese were living their normal daily 
lives when they had this calamity inflicted on them. This 
is a question we should not even have to ask ourselves: 
Did the 300,000 innocent victims do anything wrong? 
But listen to what Bai Hua said: 


“Why did they let the Japanese soldiers cut both their 
hands behind them? Why did they let the Japanese take 
them to the river banks as prisoners? Didn’t they ever 
think of resisting? I think many people did. But they 
hoped others would rush at the Japanese first. As a 
result, nobody did fight back. Even the last person to die 
did not resist, hoping that he would be spared. I guess he 
was only thankful for being able to survive for one more 
hour.” 


This passage reveals an extremely weird mentality. It is 
not enough that these 300,000 innocent people died a 
brutal death. Today, 51 years later, they have to be 
ridiculed by a fellow countryman, and an otherwise good 
person at that. We have always regarded Bai Hua as a 
victim of tyranny, but this victim apparently has no 
compassion for the victims of a much more terrible fate. 
Psychologists have discussed at length the phenomenon 
of victims slighting victims. I am no expert and dare not 
show off my knowledge. But even in the most positive 
light, all we can say is that Bai Hua probably did not 
know what he was talking about. 
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I recall that many years ago Americans asked themselves 
this question: Why didn’t the tens of thousands of Jews 
resist as they were being led to the gas chambers? Jewish 
groups considered this question anti-Semitic and unwor- 
thy of a response. The details of the argument I do not 
remember, but the main point is that since these Jews 
were victims, anything that questions their conduct has 
to be based on the assumption that they had done 
something wrong and is therefore an attempt to some- 
how hold them responsible for their own destruction. 
This is absurd because they were innocent. The Nazis 
were the criminals. Thus Jewish organizations consid- 
ered this line of inquiry anti-Semitic and racist. 


We can only say that this applies to Bai Hua’s statements 
as well. You have absolutely no reason to hold China 
responsible for Japan’s invasion of China. You have 
even less reason to blame the massacred masses for the 
murderous rampages of the Japanese soldiers within 
China. Any talk casting doubt on the victims is in effect 
an attempt to absolve the Japanese military of its brutal 
crime. 


There is no other position for the Chinese on this issue. 
We have to ask Bai Hua, “The Chinese love you, but do 
you love the Chinese?” 


Both Bai Hua and Liu Binyan are deeply influenced by 
communism and are given to demanding that the com- 
mon people live up to stringent moral standards, firmly 
believing that they need to be transformed. In this sense, 
they bear a strong resemblance to Mao Zedong. Mao 
Zedong’s four clean-up movements and his Cultural 
Revolution fundamentally aimed at cleansing the peo- 
ple’s minds of all obsolete ideas and breaking their bad 
habits. What he failed to understand is that it is neither 
necessary nor impossible to create 600 million or | 
billion Yaos and Shuns within China. Nor did he realize 
that a political party or government does not exist to 
create | billion Yaos and Shuns. Instead of showing 
compassion for the deceased, Bai Hua blames them for 
not fighting back. In doing so, he uses a rigid standard to 
evaluate a group of human beings caught in the most 
tragic circumstances who were made of flesh and blood 
and could feel job and fear and finds them wanting. Such 
a person should be a drillmaster in the military, not a 
writer. 


To say this is not to reproach Pai Yang. My feeling is that 
this generation of mainland intellectuals, including Bai 
Hua and Liu Binyan, still think of searching for a way 
out for China even after suffering their full share of trials 
and tribulations. But they themselves have gotten lost. 
Thus what they repudiate shuu!d not necessarily be 
repudiated. And when they affirm (if they do), they are 
merely parroting others, with none of the moral strength 
that a true fighter of democracy has. Their journey from 
intense patriotism to the rejection of anything Chinese 
cannot but be considered a minor tragedy since the 
Cultural Revolution. 
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Lizhi Interviewed on Patriotism, Political 
40050215 Hong Kong CHIUSHIH NIENTAI [THE 
NINETIES] in Chinese No 228, Jan 89 pp 96-98 


[Interview with Fang Lizhi 2455 0536 0037 by 
CHIUSHIH NIENTAI reporter Li Yi 2621 1837 in 
Beijing on 7 December 1988: “We Must Transcend 
Narrow Nationalism and Look Toward a World 
Culture”’] 


[Text] 


[CHIUSHIH NIENTAI] Professor Fang, how are you? 
First, I want to know your situation lately. You have 
been prohibited from visiting the United States. What 
will happen to that? 


[Fang] I have not had an answer yet. 


[CHIUSHIH NIENTAI] What about the invitation from 
Taiwan? 


[Fang] They have not given me a reply either. I asked 
them last week and was told they could not say for the 
time being. 


All Things Must Come to An End 


[CHIUSHIH NIENTAI] Let’s now talk about your cor- 
respondence with Mr Peng Peigen [1756 1014 2704). His 
letters to you mainly criticized your interview with 
CHIUSHIH NIENTAI and your conversation with 
CHENG MING. Have you read both articles? Did the 
interview records distort your meaning? 


[Fang] I have read them and mean every word in them. 


{CHIUSHIH NIENTAI] You’ve read Mr Peng’s letters 
to you. Can you briefly describe the biggest difference 
between the two of you? 


[Fang] Simply put, I think the problem with China today 
is not a question of East versus West, but the old versus 
the new, the backward versus the advanced. Some people 
think it has to do with the difference between Chinese 
culture and Western culture, which makes it sound like a 
territorial issue. In my opinion, Chinese culture today is 
generally backward. We must absorb advanced things. 


[(CHIUSHIH NIENTAI] What do you mean by culture? 
[Fang] I use the word in a broad sense, including science. 
{CHIUSHIH NIENTAIT] Mr Peng said Chinese culture is 
inclusive. Like a big melting pot, it can absorb other 
cultures and so will not die out. What do you think? 

[Fang] Why wouldn’t it die out? A thing is born and a 


thing dies. Moreover, it is changing all the time. Since I 
am a student of the universe, I am particularly convinced 
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that nothing is unchanging or eternal. That is not possi- 
ble. The term “Chinese culture” itself does not have a 
clear meaning. God knows how much China has changed 
from a primitive matriarchal society to the present. 


{CHIUSHIH NIENTAI] Mr Peng thinks Chinese culture 
is in for a revival. How do you see it? 


[Fang] He has not explained what Chinese culture means 
precisely. If he has Confucianism in mind, then I think 
he is wrong. 


[CHIUSHIH NIENTAI] What about an autocratic polit- 
ical culture? 


[Fang] Then he is even more mistaken. 


[CHIUSHIH NIENTAI] Maybe he is referring to Tai- 
wan’s fast economic growth. Isn’t the culture in Taiwan 
Chinese culture as well? 


[Fang] I think there are people in Taiwan who have made 
clear their objection to this line of thinking. I also believe 
the older generation of physicists, including people like 
Wu Tayou [0702 1129 3731], would certainly object to 
the notion that Taiwan owes its economic resurgence to 
Confucianism. 


Patriotism Has Political Implications 


{CHIUSHIH NIENTAI] Mr Peng mentioned that you 
made references to Einstein’s world citizen“ views in 
your interview with CHIUSHIH NIENTAI. Do you 
think you could clarify that? 


[Fang] It is clear what Einstein meant. I think patriotism 
is politicized and means something quite different from 
attachment to one’s native soil. Traditionally, patriotism 
was concerned with love for one’s country. Moreover, 
such love took precedence over everything. It was during 
World War I that the idea that patriotism was not 
everything was first put forward. If I am asked to choose 
between patriotism and telling right from wrong, I would 
of course pick the latter over patriotism. We have a 
simple saying: “I love my teacher, but I love truth even 
more.” Love for one’s teacher is a fine sentiment, but it 
should not be the most important thing. 


[CHIUSHIH NIENTAI] According to Mr Peng, Einstein 
advanced the “world citizen” concept because of the 
situation of the Jews at the time. Do you agree? 


[Fang] | think Mr Peng’s view does not tally with 
historical facts. Einstein wrote his last article on 11 April 
1955. He died on 18 April. In that article, he said that he 
was not writing as a citizen of Israel or as a Jew. His 
purpose in writing was to emphasize again the need to 
look at things from a supranational viewpoint. What he 
meant was very clear: narrow nationalism is wrong. He 
had always been consistent in his attitude toward the 
Jewish people. When Jews were persecuted, he protested. 
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But regarding the war between Israel and Egypt, he said 
it was an old-fashioned war, a struggle for power. Thus 
the most important thing is telling right from wrong. 
Only then should one consider nationality. This was the 
gist of this thought. People like us who work in the field 
of science are receptive to this mode of thinking because 
there are universal standards for right and wrong in the 
natural sciences. National standards do not come first in 
the sciences. 


{[CHIUSHIH NIENTAI] Were you intensely patriotic 
and nationalistic in the past? 


[Fang] I think so. Mainly the result of traditional educa- 
tion. 


[CHIUSHIH NIENTAI] When did you start thinking the 
way you do now? 


[Fang] I think patriotism sometimes coincides with the 
right thing to do. When it does not, we must be suspi- 
cious of anyone who still puts patriotism first. For 
instance, in the War of Resistance against Japanese 
Aggression, patriotism coincided with justice: It was 
right to resist aggression. But the stress on patriotism 
today is heavily politicized. One is told to love this 
particular country. Let me cite another example. Both 
the mainland and Taiwan criticize Hu Shih’s Western- 
ization theory. Both attack it from the perspective of 
patriotism, but for different purposes. Some people in 
Taiwan say that Hu Shih’s Westernization theory in 
effect opened the door for the Chinese Communists. The 
mainiand’s criticism is that Hu Shih’s theory turned 
China into a stooge of imperialism. The two sides are 
saying very different things, but both claim to be patnri- 
otic. This kind of patriotism is not love for the mother- 
land, but love for an organization, love for the machin- 
ery of state. 


ne To Go Abroad Reflects a Dissolution State of 


{CHIUSHIH NIENTAI] Do you think nationalism is a 
similar sort of thing, that is, what Einstein referred to as 
“infant disease’? 


[Fang] I think so. As I said just now, first we must 
separate attachment to one’s native soil from political 
implications. Second, this is certainly not something we 
consider most important. 


[CHIUSHIH NIENTAI] On the “dissolution of China,” 
Mr Peng believes that not a single person in Hong Kong, 
Taiwan, or overseas wants dissolution. 


[Fang] I pointed out in the interview that this is China’s 
state of mind at the moment. I can tell you I feel it even 
more keenly after returning to Beijing. Recently I came 
across an article in KEXUEBAO on the public zeal to go 
overseas. It used to be young people who were eager to go 
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overseas. These days, however, even accomplished mid- 
dle-aged people are dying to go abroad. They want to go 
even if it means they have to take jobs for which they are 
overqualified. It is a sad situation, but true. Why? In the 
1950’s, everybody wanted to come back, never mind if 
one had to live in poverty. Today the opposite is true. 
Why? Nothing other than a dissolution psychology. 
Moreover, there have been rumors at Beijing University 
that high schools in the U.S., which are short of physics 
and mathematics teachers, are trying to get some Chi- 
nese university professors to come to teach those sub- 
jects. Once the word got out, many people, including 
several with full professorship, all looked forward to the 
prospect of leaving. Why? Because they all felt that 
although much needed to be done in China, the circum- 
stances were such that they could accomplish little. 


[CHIUSHIH NIENTAI] In his letters, Mr Peng referred 
to Hong Kong’s return to the mainland. He said that 
when the agreement was published, he got himself stone 
drunk. But nobody in Hong Kong showed any enthusi- 
asm. Why the difference? 


[Fang] Because people see the future differently. 


(CHIUSHIH NIENTAI] Do you think Mr Peng still 
holds out hope for China’s future? 


[Fang] I have talked about China’s future while in Hong 
Kong. I am optimistic about the long term. 


{[CHIUSHIH NIENTAI] But it is precisely because they 
think there is no hope that people are looking for a way 
out for themselves. Do you think they are correct? 


[Fang] There is nothing I can say to persuade these 
people to stay. I see no reason why I should persuade 
them. 


Would He Like To See Deng Xiaoping Dead? 


[CHIUSHIH NIENTAI] Mr Peng also criticized what 
you said about Deng Xiaoping. 


[Fang] There may have been a little understanding about 
what I said. I said then I thought Deng Xiaoping should 
retire. Then someone asked me if I wanted to see him 
dead. I said no because that would be inhuman. 


[CHIUSHIH NIENTAI] Mr Peng asked whether you 
could have said such a thing in the Mao Zedong era. 


[Fang] Maybe he does not know that | was already 
stripped of my party membership when Mao Zedong was 
still alive. 


[CHIUSHIH NIENTAI] Perhaps the extent of criticism 
would have been different? 


[Fang] That I don’t know. 


{CHIUSHIH NIENTAI]} You want to add to what you 
have said? 


[Fang] Let me say something else. Japan’s NIKKEI 
SANGYO SHIMBUN recently asked me to write an 
article. This is what I wrote. I pointed out that nonter- 
ritorial cultural development was becoming more and 
more important in the world today. There was a new 
situation facing mankind. The world culture has come to 
account for a growing part of our lives. Science, for 
instance, has been internationalized and does not belong 
to one particular country anymore. Meanwhile, science 
has become increasingly important in our lives. Whether 
you accept it or not, it will continue to develop, in spirit 
as well as in substance. Previously there were different 
languages in the world. Now a universal language has 
appeared in the form of the computer language. Also, 
airports all over the world are the same; they use the 
same symbols. This is the result of scientific advances. In 
addition, the social crises now facing mankind, such as 
energy, environmental, population, and ecological crises, 
are all global in nature. No one country can isolate itself 
from or avoid the crises. How to solve them? We need to 
create a global culture, in science and other fields as well. 
These problems affect different aspects of our lives and 
are not confined to any one nation. In this respect, 
Einstein’s emphasis on world citizenship was construc- 
tive. He was keenly aware of world problems. 


[CHIUSHIH NIENTAI] Would this make it harder to 
preserve traditional things? 


[Fang] Traditional things would still be preserved. For 
scientific workers like us, our job is to solve problems 
currently before us and look ahead. When we run into a 
problem, our concern is to solve it. As for what to keep 
and what to discard in the course of problem-solving, 
that is not something we think of beforehand. A charac- 
teristic of science is that it is forward-looking. So I still 
think what I said earlier is right: if something is going to 
die, there is no point trying to save it. 


People at Home and Abroad Think Differently 


{[CHIUSHIH NIENTAIT] Finally, do you have any other 
comments on Mr Peng’s ideas? 


[Fang] I have met other people who think like him, 
particularly overseas. In the same way that people at 
home and abroad respond to RIVER ELEGY differ- 
ently, I suppose this is the result of living in disparate 
environments. RIVER ELEGY has struck a responsive 
chord at home, something which a number of overseas 
people do not quite understand. The same is true with 
the interpretation of patriotism. Here at home, its polit- 
ical implications are very clear. 


[CHIUSHIH NIENTAI] Thank you for agreeing to be 
interviewed. We will contact you again in the future 
when we get a chance. 
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CENTRAL-SOUTH REGION 


Guangdong Holds Literary, Art Workers’ Meeting 
HK 1801143589 Guangzhou Guangdong Provincial 
Service in Mandarin 1000 GMT 17 Jan 89 


[Text] The Third Congress of the Guangdong Provincial 
Federation of Literary and Art Circles opened at the 
Provincial Party Committee Auditorium at 1500 today, 
under the chairmanship of Comrade Qin Mu. The China 
Federation of Literary and Art Circles sent a message of 
congratulations from Beijing. Representatives from the 
Guangdong Provincial Cultural Department, the Guang- 
dong Provincial Radio and Television Department, the 
Provincial Federation of Trade Unions, the Provincial 
CYL Committee, the Provincial Women’s Federation, 
the Provincial Scientists’ Association, the Provincial 
Federation of Taiwan Compatriots, the Provincial 
Returned Overseas Chinese Federation, and the 
Guangzhou Military Region Political Department deliv- 
ered congratulatory speeches at the meeting. 


Entrusted by renowned veteran writer Ouyang Shan, 
who is a responsible person of the Guangdong Provincial 
Federation of Literary and Art Circles, Comrade Zhu 
Xijuan delivered a work report at the meeting. 


On behalf of the Provincial Party Committee and the 
Provincial People’s Government, Provincial Party Com- 
mittee Secretary Lin Ruo delivered a congratulatory 
speech. In his speech, he noted: In the past 10 years, the 
literature and art undertakings of Guangdong province 
have developed in a healthy way and a large number of 
outstanding literary and art works and remarkable mid- 
dle-aged and young writers have emerged. He called on 
literary and art workers of Guangdong province to 
actively plunge into reform, opening up, and the Four 
Modernizations, and to create more good works worthy 
of the name of the times. 


Present at the opening ceremony today were Liu Tianfu 
and Ouyang Shan, members of the Central Advisory 
Commission; Zhong Ming, Cheng Li, Ling Botang, Wu 
Nansheng, Yang Yingbin, Wang Pingshan, and other 
responsible persons of the Provincial Party Committee, 
Advisory Commission People’s Congress, People’s Gov- 
ernment, and CPPCC Committee; and veteran comrade 
Chen Yueping. 
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Liaoning CYL Committee Elects Secretary at 
Session 


SK0502235189 Shenyang LIAONING RIBAO 
in Chinese 14 Jan 89 p 1 


[Text] The fourth plenary session of the eighth Liaoning 
Provincial CYL Committee was held in Shenyang from 6 
to 9 January. Through a democratic election, the session 
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elected Jin Dong secretary of the provincial CYL Com- 
mittee; and elected Li Liguo, Wang Yeqing, Luo Lin, and 
Zhao Guohong [6392 0948 4767] (female) deputy secre- 
taries of the provincial CYL Committee. 


Sun Qi, deputy secretary of the provincial party commit- 
tee, and Wen Shizhen, provincial vice governor, 
attended and addressed the session. 


Quan Shuren Urges Settling Teachers’ Back Pay 
OW2801110189 Beijing Domestic Service in Mandarin 
1600 GMT 24 Jan 89 


[Text] According to XINHUA, at the beginning of this 
year, Quan Shuren, secretary of the Liaoning Provincial 
CPC Committee, sent a letter to 63 secretaries of prefec- 
tural and county party committees, earnestly requesting 
them to settle the back pay of teachers in nongovern- 
ment-run schools before the Spring Festival if they 
sincerely intend to help teachers. 


According to feedback, the secretary’s letter has aroused 
a strong reaction throughout the province. Some 10 
million yuan in back pay owed by the various localities 
to teachers in nongovernment-run schools will be repaid 
soon. 


Liaoning Armed Police Force Confers Ranks on 
Officers 


SK0102044089 Shenyang Liaoning Provincial Service 
in Mandarin 2300 GMT 29 Jan 89 


[Text] The ceremony to confer ranks on second-lieuten- 
ant-level police officers of the provincial armed police 
force was held in Shenyang on the morning of 29 
January. Guo Dawei, director of the provincial Public 
Security Department and first political commissar of the 
provincial armed police force, presided over the rank- 
conferring ceremony. 


The implementation of the system of police ranks of the 
provincial armed police force is aimed at meeting the 
needs of strengthening the building of a revolutionary, 
modernized, and regularized armed police force. It is a 
major matter in the history of the armed police force. 


On behalf of the provincial party committee, the provin- 
cial government, and the provincial People’s Congress 
Standing Committee, Chen Suzhi, member of the Stand- 
ing committee of the provincial party committee and 
vice governor, extended congratulations to all police 
officers who received their ranks. The rank-conferring 
ceremonies of police officers and policemen of the armed 
police forces throughout the province will be held suc- 
cessively in various localities. On | February, all officers 
and policemen of the armed police force will put on 
uniforms with epaulets designating their ranks. 
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Li Teng-hui, Lin Yang-kang Rivalry Outlined 
40050212 Taipei SHIHTAI CHOUKAN [TIME 
WEEKLY] in Chinese No 253, 3 Dec 88 pp 12-15 


[Article: “The Whole Record of Enmity Between Li 
Teng-hui and Lin Yang-kang”’] 


[Text] Were you to ask Lin Yang-kang [2651 3152 3263], 
“What troubles do you have with Li Teng-hui [2621 4098 
6540],” Lin Yang-kang would deny that there were any. If 
you pressed him, he would still insist, “it’s all non-Party 
magazines stirring up discord and sowing dissension.” 
Thus, when the public confronted him with this question on 
26 November, Lin Yang-kang said flatly, “there is no truth 
to this; how can you expect me to admit it?” 


However, if you could get close to Lin Yang-kang and listen 
to him talk about Li Teng-hui, you would find out that this 
hearsay most certainly is not “rumors designed to stir up 
discord and division,” but is real. In fact, Kuomintang 
bigwigs from provinces other than Taiwan also pay “serious 


TAIWAN 57 


attention” to this point. Were there no ill-feelings and 
conflicts between Li and Lin, they would not be able to back 
Lin Yang-kang to restrain Li Teng-hui. 


“Use Li to control Lin,” and “use Lin to control Li” is, after 
all, the tactic that the power bloc from other provinces has 
used repeatedly for the past 10-some years, and it is also an 
external power tactic of “using the Taiwanese to control the 
Taiwanese” that the Kuomintang has employed. Tai Kuo- 
hui [2071 0948 6540}, a professor residing in Japan, has 
even openly published an appeal to Li Teng-hui and Lin 
Yang-kang, these two renowned Taiwanese politicians, to 
“link hands in cooperation.” 


By way of dissecting the resentments and clashes over the 
past more than 10 years between Li Teng-hui and Lin 
Yang-kang, this magazine has put together a “complete 
record of the enmity between Li Teng-hui and Lin Yang- 
kang,” which it clearly presents for the readership, and with 
the hope of providing Taiwanese with background for 
consideration. 


Date Position Cause 
June 1976 Lin Yang-kang becomes Chiang family reinstates 
mayor of Taipei. Li Teng- Lin Yang-kang; Lin Yang- 
hui becomes member of kang shows talent for a 
the government adminis- time. Li Teng-hui remains 
tration committee in in “observation” stage 
Chiang Ching-kuo’s cabi- 
net 
June 1978 Lin Yang-kang elevated Chiang Ching-kuo seeks a 
to chairman of Taiwan candidate for provincial 
provincial government. Li chairman from among 
Teng-hui succeeds to Lin Chin-sheng [2651 
mayor of Taipei 6855 3932], Chang Feng- 
hsu [1728 0023 4872], 
Lin Yang-kang, and Li 
Teng-hui. Hsieh Tung- 
min [6200 2639 7036] 
backs Lin Yang-kang, and 
Li Teng-hui is out of the 
running 
1978-1979 Lin Yang-kang holds Li Teng-hui greatly 


position of chairman of 
Taiwan Province, and Li 
Teng-hui holds position 
as mayor of Taipei 


desires to get out from 
under “Lin Yang-kang’s 
shadow,” detests being 
likened to Lin Yang-kang 


Lin Yang-kang goes in for 
large scale construction in 
Taipei showing talent for 
a time. Li Teng-hui still 
holds no real power 


Hsieh Tung-min 
promotes colleague Lin 
Yang-kang. Li Teng-hui 
falls behind in the run- 
ning 


Li Teng-hui begins 
“restructuring”; Lin 
Yang-kang remains ordi- 
nary member of Taipei 
Municipal Government. 
Lin Yang-kang believes Li 
Teng-hui is “purposely 
picking a quarrel’’; 
angered, he transfers Ts’ai 
Chao-yang [5591 0340 
7122] and other old col- 
leagues to important posts 
in provincial government 


Outcome 


Lin Yang-kang the winner 


Lin Yang-kang the winner 


No clear winner or loser 
between Li Teng-hui and 
Lin Yang-kang; however, 
acrimony begins 
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1979 


1980-1981 


March 
1981 


April 
1981 


1981 


Position 


Lin Yang-kang holds 
position of chairman of 
Taiwan Province; Li 
Teng-hui holds position 
of mayor of Taipei 


Lin Yang-kang ranks 
fourth and Li Teng-hui 
ranks 14th on Standing 
Committee of the Fourth 
Plenum of the 11th KMT 
Central Committee 


Lin Yang-kang holds 
position of chairman of 
Taiwan Province, and Li 
Teng-hui holds position 
of mayor of Taipei 


Lin Yang-kang holds 
position of chairman of 
Taiwan Province, and Li 
Teng-hui holds position 
of mayor of Taipei 


Lin Yang-kang holds 
position of chairman of 
Taiwan Province, and Li 
Teng-hui holds position 
of mayor of Taipei 


Li Teng-hui elevated to 
chairmanship of Taiwan 
Province; Li Yang-kang 
transferred to position as 
Minister of Interior 


Lin Yang-kang exchanges 
slurs with Sun Yun-hsuan 
[1327 6663 3894] over 
the issues of the razing of 
Chouhou Village, and the 
cutting down of the 
Lishan orchard, which are 
termed “local government 
defiance of central gov- 
ernment.” Li Teng-hui 
shows cleverness 


Lin Yang-hsiang exhibits 
ability, thereby arousing 
suspicion and jealousy on 
the part of Chiang Ching- 
kuo and senior non-Tai- 
wanese senior siatesmen 
who plot to use Li Teng- 
hui once again, “using Li 
to restrain Lin” 


“Lin Yang-kang’s charm” 
and celebrated reputation 
repeatedly annoys Sun 
Yun-hsuan; Chiang 
Ching-kuo decides to 
“demote Lin and pro- 
mote Li” 


Sun’s cabinet partially 
reorganized; decision 
made to transfer the “dis- 
obedient” Lin Yang-kang 
to central government in 
order to “control” him 


Events 


Lin Yang-kang becomes 
second Taiwanese provin- 
cial chairman; demon- 
strates eloquence in Tai- 
wan Provincial Assembly. 


Sun Yun-hsuan angrily 
denounces Lin 
Yang-kang’s “defiance” in 
Executive Yuan meeting. 
Li Teng-hui sits beside 
Lin Yang-kang watching 
his every mood. Lin 
Yang-hsiang believes Li 
Teng-hui to be adept at 
playing up to those in 
power, and as being envi- 
ous of his talents 


Lin Yang-kang visits 
Japan where the Japanese 
provide a warm welcome, 
and insinuations are 
reported back to Taipei. 
Chiang Ching-kuo decides 
to have Li Teng-hui take 
the place of Lin Yang- 
kang, and Lin Yang-kang 
is transferred back to the 
central government where 
he can be “watched” 


Kuomintang convenes 
12th Plenum. Lin Yang- 
kang’s ranking on Stand- 
ing Committee of the 
First Session of 12th Ple- 
num is reduced to 18th 
place by Chiang Ching- 
kuo, while Li Teng-hui is 
ranked 1 Sth, ahead of Lin 
Yang-kang for the first 
time 


Lin Yang-kang sinks as Li 
Teng-hui rises. Li Yang- 
kang fashioned into hat- 
chetman by Sun’s cabinet. 
Lin Yang-kang himself 
expresses his deep vexa- 
tion 
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Outcome 


Li Teng-hui pale by com- 
parison 


Lin Yang-kang the winner 


Li Teng-hui the winner 


Li Teng-hui the winner 


Li Teng-hui the winner 


Li Teng-hui the winner. 
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Date Position 

1982-1983 Li Teng-hui holds chair- 
manship of Taiwan Prov- 
ince, and Lin Yang-kang 
is Minister of Interior 

Li Teng- 

hui the 

winner 

14 June Li Teng-hui holds posi- 

1983 tion as chairman of Tai- 
wan Province, and Lin 
Yang-kang holds position 
as Minister of Interior 

July 1983 Li Teng-hui holds posi- 


May 1984 


September 
1984 


29 March 
1986 


tion as chairman of Tai- 
wan Province, and Lin 
Yang-kang holds Minister 
of Interior position 


Li Teng-hui takes up post 
as vice-president; Lin 
Yang-kang transferred to 
deputy-premiership 


Li Teng-hui is vice-presi- 
dent, and Lin Yang-kang 
is vice-premier 


Li Teng-hui is vice-presi- 
dent, and Lin Yang-kang 
iS vice-premier 


Cause 


As provincial chairman, 
Li Teng-hui’s style is 
tough in distinction to the 
“Lin Yang-kang pattern” 


Li Teng-hui makes an 
inspection tour of T’ai- 
tung County. Discovers at 
the Sanxiantai scenic area 
that the Ministry of Inte- 
rior has issued an order 
forbidding construction 
of a pedestrian crosswalk 


Chiang Ching-kuo decides 
to elevate Li Teng-hui to 
vice-president 


Chiang Ching-kuo 
believes Li Teng-hui 
holds “no ambitions”; 
and carefully grooms him; 
purposely cold toward 
Lin Yang-kang 


Lin Yang-kang unwilling 
to admit defeat; makes Li 
Teng-hui look foolish 
whenever he can 


Chiang Ching-kuo intends 
to us use Lin Yang-hsiang 
to restrain Li Teng-hui 
again 





Li Teng-hui shows dis- 
pleasure at provincial 
assemblyman’s reference 
to “previous chairman’s” 
political achievements. Li 
Teng-hui indicates the 
two are different matters 


Li Teng-hui shows anger 
on the spot; says that “the 
Ministry of Interior just 
has to meddle too much!” 
Discord between Li and 
Lin comes out in the 
open 


At Central Committee 
Standing Committee 
meeting, Chiang Ching- 
kuo praises and encour- 
ages Li Teng-hui for 
“realism and circumspec- 
tion.” Lin Yang-kang 
remains Sun Yun-hsuan’s 
puppet 


Li Teng-hui rises meteori- 
cally and Lin Yang-kang 
appears gloomy, his 
dreams of becoming vice- 
president being 
completely shattered 


Chouhou villagers sur- 
round Executive Yuan to 
the astonishment of all. 
Villagers accuse Li Teng- 
hui of going back on his 
word. Lin Yang-kang 
takes opportunity to 
reveal publicly that from 
the very beginning he had 
been in favor of “building 
before razing.” Li Teng- 
hui extremely unhappy 


Kuomintang convenes 
Third Plenum of 12th 
Central Committee; Lin 
Yang-kang’s ranking 
moved from 17th to 13th 
showing that Chiang 
Ching-kuo intends using 
him as a “active player” 


TAIWAN 


Li Teng-hui the winner 


Li Teng-hui the winner 


Li Teng-hui the winner 


Lin Yang-kang the winner 


No clear winner or loser 


between Lin Yang-kang 
and Li Teng-hui 
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Date Position 

April Li Teng-hui is vice-presi- 

1987 dent and Lin Yang-kang 
is appointed head of the 
Judicial Yuan 

13 Janu- Li Teng-hui succeeds to 

ary 1988 presidency and Lin Yang- 
kang is head of the Judi- 
cial Yuan 

26 June Li Teng-hui is president, 

1988 and Lin Yang-kang is 
head of Judicial Yuan 

7 Novem- _Li Teng-hui is president, 

ber 1988 and Lin Yang-kang is 
head of Judicial Yuan 

26 Li Teng-hui is president, 

November and Lin Yang-kang is 

1988 head of the Judicial Yuan 





Cause 


In his late years, Chiang 
Ching-kuo unable to for- 
get Lin Yang-kang’s 
“utility” 


Chiang Ching-kuo dies 
suddenly 


Li Teng-hui yearns to 
have his position as Kuo- 
mintang chairman for- 
malized; Lin Yang-kang 
says “it is a wise man 
who know the tenor of 
the times” 


Some local Taiwanese 
leaders want to put their 
money on Lin Yang-kang 


Forces in opposition to Li 
Teng-hui link up and 
unite using Lin 
Yang-kang as a bargain- 
ing chip 


Events 


Chiang Ching-kuo accepts 
suggestion of Yu 
Chi-chung [0151 4764 
1813] and others; 
appoints Lin Yang-kang 
head of the Judicial Yuan 


Li Teng-hui succeeds to 
presidency; Lin Yang- 
kang administers oath of 
office 


Lin Yang-kang secretly 
tells Central News 
Agency, and openly calls 
upon KMT members to 
“rise and elect Li Teng- 
hui to be chairman” 


The “two charmers from 
north and south” use sta- 
tus as member of Demo- 
cratic Progressive Party 
to praise Lin Yang-kang 
as “best person” to be 
next president 


Lin Yang-kang says in a 
public speech that he 
does not rule out the pos- 
sibility of running for 
next president 


TAIWAN 


Outcome 


Lin Yang-kang the winner 


Li Teng-hui major winner 


Li Teng-hui the winner 


Lin Yang-kang the winner 


Tense relationship 
between Li Teng-hui and 
Lin Yang-kang. Who will 
gain supremacy unknown. 
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